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REFORMING INSURANCE REGULATION: 
MAKING THE MARKETPLACE MORE 
COMPETITIVE FOR CONSUMERS 


Wednesday, November 5, 2003 

U.S. House of Representatives, 

Subcommittee on Capital Markets, Insurance 
and Government Sponsored Enterprises, 

Committee on Financial Services, 

Washington, D.C. 

The subcommittee met, pursuant to call, at 2:30 p.m., in Room 
2127, Rayburn House Office Building, Hon. Richard H. Baker 
[chairman of the subcommittee] presiding. 

Present: Representatives Baker, Shays, Bachus, Royce, Kelly, 
Miller, Tiberi, Kanjorski, Sherman, Inslee, Moore, Lucas of Ken- 
tucky, Israel, Ross, Emanuel, and Scott. 

Also Present: Representative McNulty. 

Chairman Baker. I am informed that Mr. Kanjorski is on his 
way. With that understanding, I am going to proceed to call our 
meeting of the Capital Markets Subcommittee to order for the pur- 
pose of receiving testimony today on the advisability and need for 
reform of our current national insurance regulatory marketplace. 

I am looking forward to hearing the perspectives of the members 
of our distinguished panels today as to the need for, and the nature 
of, proposed regulatory reform. Over the past years, the sub- 
committee has examined this subject matter and received various 
recommendations and stated plans of action. We certainly hope to 
hear encouraging reports on the status of those reform efforts. 

I feel it is very important to state that reform is essential, be- 
cause delivery of product to consumers, where limited, now results 
in unnecessarily high premium rates. The lack of competitive prod- 
uct in the marketplace only further sustains those non-responsive 
rate structures. 

I do think it appropriate for the committee to move only after 
careful analysis and understanding. But we should seek the broad- 
est possible scope of reform while recognizing the importance of the 
State structure in the protection of consumer interests. I do not 
think those goals are mutually exclusive. 

While we seek the broadest scope of possible reform, I also un- 
derstand there are limiting factors for proposals that may not ulti- 
mately gain Congressional approval. Other than no reform, dead 
reform is equally unacceptable. I appreciate the efforts made to 
date by all of the parties who have exhibited interest in seeing na- 
tional uniformity in various perspectives, but I don’t think that we 
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frankly have made sufficient progress through the current hearing 
date that would not in fact cause the Congress to take further ac- 
tions on its own initiative. 

It is my hope that we receive from each perspective, from all 
market stakeholders, recommendations that can be weaved to- 
gether into some sort of policy platform that could possibly lead to 
congressional action next year. Short of that, it would be my hope 
we could at least reach agreement on a time line by which mean- 
ingful reforms could be attained through State and local initiatives, 
and, absent attaining that goal, suggesting automatic congressional 
action after waiting a few more years. 

I am not encouraged, because the Graham-Leach-Bliley effort 
only took about 75 years. Sarbanes-Oxley, fueled by a national cri- 
sis, took a few months. Somewhere between a few months and 75 
years, I think the insurance regulatory structure is probably solv- 
able. Seeing how we are closing out the first real decade of discus- 
sion on this matter, maybe we are further down the road of 
progress than some may expect. 

Given those perspectives, I certainly welcome each of you to the 
hearing today and look forward to receiving your comments. 

Chairman Baker. Let me turn to this side. Is there any member 
on this side who has an opening statement that would — Mr. Israel. 

Mr. Israel. Mr. Chairman, I had planned to introduce one of our 
experts, if it is appropriate to do that now. 

Chairman Baker. Since we have a number of requests for mem- 
bers to introduce, particularly members of this panel, and while we 
are waiting Mr. Kanjorski, why don’t we proceed with those specific 
introductions. 

Please proceed, Mr. Israel. 

Mr. Israel. Thank you very much, Mr. Chairman. I appreciate 
your convening this very important hearing on insurance regula- 
tion. And while there is a diversity of opinion on this issue, and 
while I continue to study it, I am very pleased that one of our ex- 
perts today is a distinguished elected official on Long Island, which 
I represent, and it is my privilege to introduce him to the com- 
mittee. 

He is a fellow Long Islander, Senator Kemp Hannon, of New 
York. He is Co-chair on the National Conference of State Legisla- 
tures Task Force on the Federalization of Insurance Regulation. 
Senator Hannon is uniquely qualified to provide us with insight 
into the ongoing debate of the role of the Federal Government in 
insurance regulation. 

Senator Hannon also serves as the chairman of the New York 
State Senate Health Committee, and has previously served as chair 
of the Council for State Governments Committee on suggested 
State legislation. 

I am very eager to hear his insights. I look forward to working 
with him and enjoy the relationship, the bipartisan relationship 
that we have on Long Island. I am so pleased to welcome him to 
this committee today. 

I yield back my time, Mr. Chairman. 

Chairman Baker. Thank you, Mr. Israel. 

I believe Mr. Ross has an introduction that he would like to 
make at this time. 
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Mr. Ross. Thank you, Mr. Chairman. 

One of our panelists today, an expert witness, comes from my 
home State and actually grew up in my district and is someone I 
think is doing an outstanding job on behalf of our state. 

And I am pleased to introduce Mike Pickens, the Commissioner 
of Insurance for the State of Arkansas. And Mike was appointed 
Insurance Commissioner in 1997, back when I was still in the 
State senate, and was reappointed for a second 4-year term in 
2001. He is a graduate of Pine Bluff High School, which has an ex- 
ceptional football team this year. 

He has attended the University of Mississippi, or Old Miss as we 
call it, in Arkansas, and he returned to the University of Arkansas 
at Little Rock where he attended the school of law, and received 
his juris doctorate degree. 

And prior to his post as the Insurance Commissioner, Mike was 
a partner in the Little Rock law firm of Friday, Eldridge, and Clark 
where he practiced in the areas of insurance defense, representing 
policyholders in personal injury and workers’ compensation litiga- 
tion. 

In Arkansas, the Commissioner is responsible for protecting in- 
surance consumers through insurer solvency and market conduct 
regulation. And, as a licensed independent insurance agent myself, 
I can speak firsthand to the efforts of this agency in ensuring that 
companies conduct their businesses fairly and in a manner that 
puts the consumers first. 

The Arkansas Insurance Department has been identified as one 
of the Nation’s most progressive insurance regulatory agencies by 
the A.M. Best Company, one of the country’s oldest and most high- 
ly respected insurer rating organizations. 

Mike was elected President of the National Association of Insur- 
ance Commissioners back in 2002, which is composed of the chief 
insurance regulatory officials from the 50 States, the District of Co- 
lumbia, and four of the five U.S. Territories. 

I am pleased to hear that the National Association of Insurance 
Commissioners is making progress in its efforts to modernize State 
regulation with implementation of the insurance regulatory mod- 
ernization action plan that was adopted back in September of this 
year. 

I look forward to Mike’s testimony and the other witnesses’ that 
have joined us today, and I appreciate this committee’s commit- 
ment to examining this industry that is essential to all Americans. 
Thank you, Mr. Chairman. 

Chairman Baker. Thank you, Mr. Ross. 

Mr. McNulty, would you care to make an introduction? 

Mr. McNulty. I thank the Chairman and the Ranking Member 
for allowing a nonmember of the committee into the room today for 
the purpose of making an introduction. 

I also want to welcome Commissioner Pickens, whom we have 
surrounded by New Yorkers. I also want to extend greetings to my 
very dear friend, Senator Kemp Hannon, with whom I served in 
the assembly many, many years ago, and Greg Serio, the Super- 
intendent of Insurance from New York, who will be introduced a 
bit later by another member of the panel, but who I want to greet 
because he is a friend and he is a constituent. 
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And, finally, I want to introduce my longtime friend, Senator 
Neil Breslin. Senator Breslin is not just an outstanding lawyer and 
a great Senator, and considered an expert on insurance issues, but, 
more importantly to me, he and the members of his family have 
been friends to me and the members of my family for a very, very 
long period of time. And it is always great to be with him, to work 
with him, and to welcome him to Washington, and I look forward 
to being with him soon back home in the district. 

So I welcome all of the panelists, especially my State Senator. 
Thank you, Mr. Chairman, and I thank the Ranking Member. 

Chairman Baker. Thank you, Mr. McNulty. 

Mrs. Kelly, did you wish to make an introduction at this time? 

Mrs. Kelly. I do. And thank you very much, Mr. Chairman. I 
really appreciate your holding this hearing on improving insurance 
regulation, which is an issue of great concern not only to me and 
the members of the committee, but to people across the country 
who are consumers of the products. 

Today we are going to have a lot of diverse witnesses with dis- 
tinct interests, backgrounds, and experiences. And despite all of 
these unique perspectives, I think we all agree that protecting con- 
sumers and providing the best service possible are really the goals 
that we are focused on here today. 

I think we also all agree that a lack of consistency and regulation 
from State to State hurts Americans by undermining protections 
and driving up costs. And the solution is a more efficient and sys- 
tematic approach to regulation. 

As we continue our work on these issues, I am really honored to 
have the opportunity to introduce — we have a couple of witnesses 
from the State of New York. I understand that some have been in- 
troduced, but I would like to introduce the Superintendent of In- 
surance, Greg Serio. He has been wonderful for our offices to work 
with. 

And, Greg, we are very happy to have you here today. There is 
a lot of important issues that we are going to discuss here today. 
But I don’t think there is anything that is more important than 
doing what we have to do to make sure that not only are we pro- 
tecting our consumers, but that they understand the products that 
they are purchasing. 

And, I believe that Mr. Serio has prided himself, and I am 
happy, too, because I applaud him in what he has been doing, be- 
cause while carrying out his duties as a Superintendent of Insur- 
ance in New York, he has undertaken many successful programs 
and initiatives at the New York Insurance Department, including 
a successful effort to adopt the model producer licensing statute. 

I also would like to welcome Senator Breslin. I understand some- 
one has also introduced you. It is a pleasure to have you all here 
today. I am hopeful that we are able to wrap our arms around this 
and come to some conclusions on it. We tried a long time ago, sev- 
eral years ago, to address this issue, and tried to get passed a bill 
that the insurance industry had been interested in trying to get 
passed for self-regulation since 18 — it was pending in Congress 
since 1847. We got part of it done; we just have to get the rest of 
the job done. I am hopeful that some of the testimony today is 
going to finish that up. 
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It is really a pleasure to have you here. I look forward to your 
testimony and to your initiatives that you are offering to modernize 
insurance regulation in a way that is going to better serve all of 
us. 

Thank you, Mr. Chairman. Yield back. 

Chairman Baker. I thank the gentlelady. 

Mr. Kanjorski for an opening statement. 

Mr. Kanjorski. Thank you, Mr. Chairman. We meet today for 
the second time in the 108th Congress to consider insurance issues. 

Today’s hearing will focus on the latest modernization efforts an- 
nounced by the National Association of Insurance Commissioners, 
and the prospects for achieving State-based regulatory reform. 

Before we hear from our experts, I believe it is important to re- 
view some observations about the insurance industry that I have 
raised at our previous hearings on this matter. 

Insurance, as my colleagues already know, is a product that 
transfers risk from an individual or business to an insurance com- 
pany. Every single American family has a need for some form of 
insurance, especially products like auto, renters’ or homeowners’ in- 
surance. The vast majority of these families also has or wants 
other insurance products, like life, health and long-term care poli- 
cies. 

The McCarran-Ferguson Act authorized the States to regulate 
the insurance business. And 4 years ago this month, the Congress 
reaffirmed this system in approving the law to modernize the fi- 
nancial industry. As a result, each State currently has its own set 
of statutes and rules governing the insurance marketplace. Tradi- 
tionally the States have highly regulated the insurance industry. 
Many States, however, have begun to experiment with their regu- 
latory models in recent years. In the last several sessions of Con- 
gress, our committee has held regular hearings about the need for 
regulatory reform in the insurance industry. 

During these debates, we have heard from a variety of view- 
points on the need for reform and the options for achieving it. 
These hearings have also helped to educate us generally about the 
mechanics of the insurance industry and the latest regulatory de- 
velopments in it. As a whole, however, the Federal Government 
continues to lag behind in its knowledge of insurance issues. 

As our witnesses from Mass Mutual will point out later today, 
the insurance business is the only portion of the financial services 
industry that does not have a regulatory presence in Washington. 

At times, this lack of expertise has caused difficulties for us. For 
example, although many Members of Congress had concerns about 
the insurance industry’s ability to respond to the 2001 terrorist at- 
tacks, they had difficulty in immediately identifying Federal ex- 
perts to advise them in these matters. 

The deficiency of Federal knowledge about the insurance indus- 
try might have also impeded our efforts to adopt expeditiously the 
terrorism reinsurance backstop law. Everyone involved in the de- 
bate on future insurance regulation agrees on the need for reform. 

From my perspective, promoting competition through fair and ef- 
fective regulation should ultimately result in better and more af- 
fordable insurance products for consumers. While I am pleased that 
the National Association of Insurance Commissioners recently re- 
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leased an action plan for pursuing further modernization efforts for 
regulating the insurance marketplace, this proposal was developed 
3-1/2 years after the release of its paper calling for the efficient 
market regulation of the insurance business. 

Absent demonstrated advances in these State insurance regu- 
latory efforts going forward, the Congress may need to consider al- 
tering the statutory arrangements through the creation of an op- 
tional Federal chartering system or the adoption of other reforms. 

In closing, Mr. Chairman, I want to commend you for bringing 
these matters to our attention. I believe it is important that we 
learn more about the views of the parties testifying before us today, 
and, if necessary, work to further refine and improve the legal 
structures governing our Nation’s insurance system. I yield back. 

[The prepared statement of Hon. Paul E. Kanjorski can be found 
on page 59 in the appendix.] 

Chairman Baker. Thank the gentlemen. Mr. Lucas. 

Mr. Lucas. Mr. Chairman, I am not big on formal opening state- 
ments, but I would like to say that this is of a particular interest 
to me, since I spent, in my prior life, 32 years in the insurance 
business and I had a lot of frustrations about the speed to market 
of products and so forth, working in many States. 

And I look forward to the testimony here. And I am hoping that 
we can move forward and get some very meaningful reform. Thank 
you. 

Chairman Baker. Thank you, Mr. Lucas. 

Mr. Bachus, did you have an opening statement? 

Mr. Bachus. Mr. Chairman, I will make it brief. I want to thank 
you, first of all, for holding this hearing. Since the jurisdictional 
change in 2001 to include insurance as a part of the House Finan- 
cial Services Committee, I have heard from numerous regulators in 
various sectors of the insurance industry on this very important 
issue. 

While I applaud the life insurance industry for attempting to 
make their case of the need for a dual system of insurance regula- 
tion in their bid to compete with federally regulated security prod- 
ucts, I still have many concerns regarding various proposals for an 
optional Federal insurance charter. In particular, proposals which 
include the property and casualty line of insurance as a part of the 
Federal charter. 

As you may know, Alabama has a $1.3 billion per year insurance 
business, resulting in $240 million of insurance premium taxes 
every year. A proposed optional Federal insurance charter not only 
could reduce this important source of State revenue in an era of 
tight State budgets and dwindling State income taxes but will also 
threaten the ability for States to adequately fund their State insur- 
ance departments. 

Issues such as state insurance premium taxes must be addressed 
as part of any optional Federal insurance charter. Currently our 
Alabama Insurance Commissioner, Walter Bell, is working with the 
National Association of Insurance Commissioners on an insurance 
regulatory modernization plan, which will include a streamlined 
uniform regulatory process for product approval and additional con- 
sumer protections. 
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I look forward to hearing about this proposal today from the 
NAIC, and comments from the independent insurance agents on 
this new proposal. 

In addition, I look forward to listening to representatives of Mass 
Mutual, Hartford, and the Council of Insurance Agents and Bro- 
kers on their innovative proposals for modernizing our insurance 
regulatory system. 

And again, I thank you for holding this hearing. 

Chairman Baker. Thank you, Mr. Bachus. 

Any member desiring to make an additional opening statement? 
Mr. Scott. 

Mr. Scott. Thank you very much, Chairman Baker and Ranking 
Member Kanjorski. I want to thank you for holding this hearing 
today. And I just want to also just mention how important the in- 
surance industry is. 

Several of my constituents have expressed opposition to a na- 
tional approach, but nevertheless I will listen today to the testi- 
mony with an open mind. Thank you, Mr. Chairman. 

Chairman Baker. Thank you, Mr. Scott. 

Any further opening statements? If not, at this time I would like 
to proceed to recognize the members of our first panel. 

The first to be recognized would be the Honorable Mike Pickens, 
Commissioner of Insurance for the great State of Arkansas, who 
appears here today as the President of the National Association of 
Insurance Commissioners, and is accompanied by the Honorable 
Gregory Serio, Superintendent of Insurance from the State of New 
York. 

Chairman Baker. Mr. Pickens, you are certainly warmly wel- 
comed here today. 

STATEMENT OF HON. MIKE PICKENS, COMMISSIONER OF IN- 
SURANCE, ARKANSAS, AND PRESIDENT, NATIONAL ASSOCIA- 
TION OF INSURANCE COMMISSIONERS; ACCOMPANIED BY 

HON. GREGORY SERIO, SUPERINTENDENT OF INSURANCE, 

NEW YORK 

Mr. Pickens. Mr. Chairman and members of the subcommittee, 
thank you very much for allowing us the opportunity to be here 
today. It truly is a privilege to have a chance to advise you of the 
progress State regulators have made in our consumer protection 
and market-oriented regulatory reform efforts. 

I particularly appreciate my Representative, Mr. Mike Ross, or 
one of our Representatives in Arkansas, and his kind introduction. 

First, though, Mr. Chairman, I would like to take this oppor- 
tunity to thank you for your interest in and your support of our im- 
portant work. Your oversight of State insurance regulation truly 
has been a positive force for necessary change. And we recognize 
that. 

I commend Financial Services Committee Chairman Mike Oxley. 
I commend you, Mr. Chairman, and I commend all of the members 
of the Financial Services Committee for what I believe is your high- 
ly progressive leadership on these issues. 

Mr. Chairman, let there be no doubt, State insurance regulators 
are committed to creating a regulatory system for the 21st century, 
one that both protects our fellow insurance consumers but also one 
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that facilitates growth and stability in the financial services mar- 
ketplace. 

Our goal is very simple: It is to make regulation more effective 
and more efficient; but also, at the same time, to make it less costly 
and less burdensome. I believe we have demonstrated commitment 
by our expeditious compliance with the Graham-Leach-Bliley Act of 
November of 1999. 

The NAIC has to date certified 41 States as being GLB-compliant 
in producer licensing. That constitutes 67 percent of the premium 
volume in the country. We expect very soon to certify New York, 
who just passed a bill this summer as being GLB-compliant. And 
when that happens, we will have 75 percent, 75 percent of the mar- 
ketplace GLB-compliant. 

All 50 States and the District of Columbia have passed privacy 
laws or regulations to protect consumers’ personal financial and 
health information. And as has already been mentioned today here, 
Mr. Chairman, in September State regulators unanimously passed 
a reinforced commitment insurance regulatory modernization ac- 
tion plan. 

This action plans sets out our goals in the areas of consumer pro- 
tection, market regulation, speed to market for insurance products, 
producer licensing, insurance company licensing, solvency regula- 
tion, and change in insurance company control. The action plan 
also allows the NAIC to use our highly successful financial solvency 
accreditation program to enforce compliance where it is necessary 
and appropriate to do so. This action plan sets deadlines by which 
States should accomplish these goals. 

And, Mr. Chairman, I am here today, first and foremost, to com- 
mit to you that the NAIC and State regulators will reach these 
goals, but also to tell you that we can’t do it alone. I believe, sig- 
nificantly, we are not alone in our efforts. Over the last several 
years we have enjoyed some very important allies in our work, all 
of whom — or many of whom, I should say, are at the table with me 
here today: the National Conference of Insurance Legislators, a 
group that Chairman Oxley helped found, and the National Con- 
ference of State Legislators have endorsed the NAIC’s interstate 
compact for life insurance, annuity, disability and long-term care 
products. We received that endorsement just this summer. 

Both NCOIL and the NCSL have signed joint resolutions with 
the NAIC, clearly stating their support of State regulation of our 
modernization work, and also their strong opposition to a Federal 
regulator of the business of insurance. 

In October, the Council of State Governments passed a similar 
resolution that was sponsored by the CSG chair and my Governor, 
Mike Huckaby, in Arkansas. 

Mr. Chairman and Members, State regulators want and need 
your help and support, too. You each are very influential political 
leaders in your respective States. Please help us keep the pressure, 
help us keep the pressure on the insurance industry and encourage 
them to support our modernization efforts, not to undermine them 
in the States. 

Mr. Chairman, we also believe that it is important to note that 
the vocal minority of the industry out there calling for a Federal 
regulator for insurance consists of the very largest banks and life 
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insurance companies that operate in the country today. The insur- 
ance business is significantly different from the banking and secu- 
rities business. It touches every man, every woman, every child, 
every family in this country, including your families and my family. 
And the only people standing between all of us consumers and 
what far too often becomes these huge corporate bureaucracies are 
home-State, home-grown insurance regulators. 

Is it the real consumers our States, the grassroot consumers that 
are in Washington asking for a Federal regulator of the insurance 
business, or is it just the lobbyists for these huge insurance compa- 
nies? Ask your constituents if they want to call some far-away gov- 
ernment bureaucracy to help them with a consumer complaint 
about their roof or their car or their home or a life insurance or 
health insurance policy. 

If you ask your constituents — who I assure you don’t always un- 
derstand the legalese and the small print that are in ever-increas- 
ingly complex insurance policies. When a consumer needs to call 
911, they want that call and they expect that call to be a local call, 
not a long distance call. 

And as taxpayers, I think all of us would agree that none of us 
can afford the creation of yet another huge new costly bureaucracy 
in Washington, D.C., one that most certainly, ultimately, will be 
less accountable and less responsive than home-State regulators. 

Finally, the insurers and the agents in our States don’t want the 
increased costs and the multiple layers of regulation a Federal reg- 
ulator ultimately would create. And our State governments and our 
consumer protection guarantee funds can’t afford what would inevi- 
tably be the loss of premium tax and other revenues that must ulti- 
mately go to fund a Federal regulator. And Mr. Bachus has already 
alluded to that. That is a serious concern for our governors and leg- 
islators. 

So in closing, Mr. Chairman and subcommittee members, let me 
just again ask that you please continue to support our State-based, 
market-oriented regulatory modernization efforts. All of us that are 
grassroots consumers in our States want and need you to do so. 

Again, thank you for your leadership. Thank you for the oppor- 
tunity to visit with you here today. And we look forward to answer- 
ing your questions. 

Chairman Baker. Thank you, Commissioner. 

[The prepared statement of Hon. Mike Pikens can be found on 
page 110 in the appendix.] 

Chairman Baker. Our next witness this afternoon is the Honor- 
able Neil Breslin, State Senator from the State of New York, who 
appears here today on behalf of the National Conference of Insur- 
ance Legislators. Welcome, Senator. 

STATEMENT OF HON. NEIL BRESLIN, SENATOR, NEW YORK 

STATE, ON BEHALF OF THE NATIONAL CONFERENCE OF IN- 
SURANCE LEGISLATORS 

Mr. Breslin. Chairman Baker, members of the subcommittee, 
thank you for inviting the National Conference of Insurance Legis- 
lators, or as we refer to NCOIL, to testify before you here today. 

I am a New York State Senator, representing the city and county 
of Albany, which amounts to some 300,000-plus people. 
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NCOIL is a nonpartisan organization of State legislators whose 
primary purpose is to develop and promote legislation that protects 
consumers and fosters a vibrant insurance industry. 

As I stated in testimony before Chairman Oxley and the mem- 
bers of the Subcommittee on Commerce in the year 2000, NCOIL 
welcomes the oversight of Congress on insurance regulation. We 
are grateful for the ongoing dialogue with the committee and ef- 
forts to improve the State-based insurance regulation. 

Under State regulation, insurance markets have grown and be- 
come increasingly competitive. There are more than 3,300 property 
and casualty insurance companies and over 1,800 life and health 
insurance companies now in competition throughout the U.S. Mar- 
kets. 

At the outset, I would like to commend the NAIC for their work 
to improve insurance regulation. Their recently adopted action plan 
clearly demonstrates their understanding of the challenges facing 
insurance regulations in the 21st industry. While such pronounce- 
ments are laudable, they demand follow-up with real measurable 
results, and, more important, such regulatory improvements need 
to happen without delay. 

And I might parenthetically add, the NAIC, NCOIL, and the 
NCSL are working together in a way that they never did before. 

In my testimony today, I will report to you on the progress 
NCOIL has made to improve regulation of the insurance market- 
place and our vision for continued modernization. 

The key areas of reform. I am here to say that insurance regu- 
latory modernization is well on its way. By the end of the year, 
NCOIL will have adopted model laws or passed resolutions in sup- 
port of NAIC model laws addressing four areas of insurance regula- 
tion, requiring immediate improvement. 

I would like to take a moment to provide you with a brief over- 
view of what NCOIL has done in each of those areas. First, as 
Commissioner Pickens pointed out, insurance producer licensing. 
The States rose to the challenge to reform producer licensing laws, 
albeit on the threat from the Federal takeover of the multi-state li- 
censing function as proposed by NARAB and GLBA. The number 
of States was 29. We far surpassed that. Today the NIC has cer- 
tified 41 States as meeting the requirements for producer licensing 
reciprocity under GLBA. I am happy to report that the last State 
last month was New York, and I can assure you that the bill will 
pass the muster of the GLBA requirements. 

Secondly, speed to market for insurance products. Critics of State 
regulation point to a State-by-State regulatory approval process as 
too slow and too cumbersome, putting insurance carriers on an 
unlevel playing field with other financial service providers. 

NCOIL has taken a two-pronged approach to improving the in- 
surance product approval process. First, for the approval of prop- 
erty casualty products, NCOIL has adopted the Property Casualty 
Insurance Modernization Act. The NCOIL model is a step towards 
the competitive rating system which is found in Illinois. 

The NCOIL model offers States an alternative to prior approval 
mechanisms that can stifle innovation and force higher prices upon 
all consumers. To date, several States have based their insurance 
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rate modernization initiatives on the concepts found in the NCOIL 
model law. 

Second, for the approval process for life insurance and related 
products, NCOIL worked closely with the NAIC and the NCSL 
with the development of the Interstate Insurance Product Regula- 
tion Compact. It was my privilege to recommend the compact ap- 
proach and testimony at a hearing here in Congress in the year 
2000. NCOIL earlier this year adopted a resolution supporting the 
compact and is encouraging the States to consider it during the 
2004 legislative session. 

Thirdly, company licensing. NCOIL adopted in July of 2000 the 
Company Licensing Modernization Act. The model act can promote 
consistency among the 50 States in licensing insurance companies, 
using procedures in the NAIC uniform certificate of authority ap- 
plication. 

The NAIC has made good progress streamlining and simplifying 
company licensure through its ALERT program. However, State- 
specific deviations still remain. State enactment of the NCOIL com- 
pany licensing model will bring greater uniformity to company li- 
censing. 

And, finally, market conduct regulation. As NCOIL past Presi- 
dent Terry Park testified in May of this year before the Oversight 
and Investigations Subcommittee, problems with the current mar- 
ket conduct regulatory system are glaring. Representative Park 
based his statement on a 4-year study made by the research arm 
of NCOIL. Those findings of the NCOIL study are consistent with 
State market conduct regulations found in the recent GAO report 
on market conduct. 

As Representative Park testified in May, NCOIL planned to 
begin developing a model law addressing the problems with market 
conduct. I am happy to report to you that NCOIL will consider a 
market conduct surveillance model act when it convenes its annual 
meeting later this month. That model act would provide a statutory 
framework for market conduct regulation currently not found in 
most States. Once the model law is adopted by NCOIL, and en- 
acted by the States, market conduct regulations will provide con- 
sumers with a greater level of protection than they have today. 

In conclusion, it is no coincidence that over the past 3 years, 
NCOIL has doubled its efforts to bring about real and measurable 
improvements to the insurance regulation. State legislators are 
acutely aware of the forces at work to create an optional Federal 
charter for insurance companies. 

Our heads are not in the sand. We understand that political and 
marketplace realities demand that we improve State regulation. 
We understand that the status quo is not an option. In previous 
testimony before this subcommittee, NCOIL articulated its unwav- 
ering opposition to any encroachment on State insurance regula- 
tion. Our position has not changed. NCOIL strongly believes the 
creation of a new Federal bureaucracy would be unwise and most 
likely harmful and counterproductive to insurance buyers. 

NCOIL welcomes the attention that you, Chairman Oxley, and 
other members have given to the issue of insurance regulation. 
There is no question that your focus has expedited the pace of re- 
form. 
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I would be happy to answer questions after the panel. Thank you 
very much, Chairman. 

Chairman Baker. Thank you very much, Senator. We appreciate 
your participation here today. 

[The prepared statement of Hon. Neil Breslin can be found on 
page 61 in the appendix.] 

Chairman Baker. Our next witness is the Honorable Kemp 
Hannon, Senator for the State of New York, appearing today on be- 
half of the National Conference of State Legislatures. Thank you, 
Senator. 

STATEMENT OF HON. KEMP HANNON, SENATOR, NEW YORK 

STATE, ON BEHALF OF THE NATIONAL CONFERENCE OF 

STATE LEGISLATURES 

Mr. Hannon. Thank you very much, Mr. Chairman, members of 
the subcommittee. Thank you, Mr. Israel, for your kind remarks in 
introducing me. Thank you for the opportunity to testify on behalf 
of the NCSL. I have submitted some written remarks and just will 
make some highlights from there. 

As was said, I am Kemp Hannon. I am a New York State Sen- 
ator, where in that body I serve as chair of the Health Committee. 

Since 2001 I have served as co-chair of NCSL’s Task Force to 
Streamline and Simplify Insurance Regulation. Currently my co- 
chair is Representative Frank Martino of Illinois. 

NCSL is a national bipartisan organization. And for the last 3 
years we have worked hand in hand with NCOIL and with NAIC 
to work on a coordinated effort to streamline and simplify insur- 
ance regulation while preserving the advantages of the State sys- 
tem. I want to thank all of the members of this subcommittee and 
the staff for the interest they have had, especially since Graham- 
Leach-Bliley, in financial services and insurance regulation. 

Our position is that we strongly support the State regulation of 
the business of insurance, because we believe it is a different kind 
of product, one best suited for State regulation. Whereas banking 
and securities and mutual funds are about access to capital and 
risk-taking, insurance is a guarantee, a legal promise to pay bene- 
fits if and when someone loses their home, their health, their in- 
come, or a loved one. 

For over 150 years, we have effectively protected consumers, en- 
sured that the promises made by insurers are kept, and we think 
it is a system that is worth preserving. State legislators accept the 
responsibility for creating a system meeting the challenges of the 
modern financial marketplace. 

The legislators and Commissioners have developed a shared vi- 
sion for modernizing insurance regulation. We already have made 
significant progress in critical areas, and expect to continue wide- 
spread reform in the future. 

So for 2 years we have had a Task Force to Streamline and Sim- 
plify Insurance Regulation, working with the NAIC and NCOIL, 
open meetings, sitting, negotiating the proposed model compact for 
life insurance, annuities, disability and long-term care insurance, 
having that compact first adopted by NAIC, and then further hear- 
ings where we reached out to all interested consumers, parties, At- 
torney Generals in order to get comments. 
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We identified speed-to-market issues as the issues greatest in 
need of attention. The compact for life insurance, et cetera, came 
about with a balance, geographical balance, large State/small State 
balance, in terms of the amount of insurance premium regulated, 
as well as the geographic balance. 

And the NCSL this summer endorsed a model statute, only the 
third time in its history endorsing a model statute. And in recogni- 
tion of the significance of what this Congress has done in passing 
Graham-Leach-Bliley and starting a new era in regard to financial 
service regulation, we also endorsed this summer a statement of 
principles to guide State legislative efforts to modernize property 
and casualty insurance rate and form requirements, an area where 
States continue to make significant progress. 

State legislators will play an important role in other areas of re- 
form, and we endorse the NAIC’s modernization action plan. 

We ourselves, on an ongoing basis, have just established a Finan- 
cial Services Standing Committee, so that the task force efforts can 
be continued as well as we can address the other issues raised by 
GLB. 

We believe that any Federal legislation in the area of insurance 
regulation would be a tremendous mistake. We believe that the 
Federal legislation would endanger effective State regulation, un- 
dermine consumer protection, and threaten the creation of a vast 
new costly Federal bureaucracy. 

It also risks introducing a host of unforeseen and unintended 
consequences. While it is easy to theorize what you would want to 
do in a model world for new insurance regulation, I think it is far 
more difficult, if not impossible, to establish and operate one. As 
chair of the Health Committee in New York, I deal daily with the 
unforeseen consequences of the 1974 ERISA Act, the first Federal 
effort in the area of insurance. 

ERISA effectively transferred authority for employer-sponsored 
benefit plans, the self-insured plans, from the States to the Depart- 
ment of Labor and Federal judiciary. It basically created a non- 
system for dealing with health insurance and gave pretty much the 
regulation of that nonsystem a bad name. It would be very easy to 
see how Federal action in the areas of life and property and cas- 
ualty insurance could bring about similar unforeseen cir- 
cumstances. 

And under the umbrella of my criticism of Federal regulation, I 
direct my attention also to the concept known as the optional Fed- 
eral charter. 

We encourage you to continue on the ongoing dialogue with the 
States as we work to modernize insurance regulation, while pre- 
serving the advantages of the State system. We think that State 
reform, rather than Federal legislation, offers the best promise for 
a regulatory system meeting the needs of both consumers and in- 
dustry in the 21st century. 

I thank you very much for your attention and would be very will- 
ing to answer any questions you may have. 

Chairman Baker. Thank you very much, sir. 

[The prepared statement of Hon. Kemp Hannon can be found on 
page 86 in the appendix.] 
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Chairman Baker. I will start questions with Mr. Breslin. I ap- 
preciate the observations you have made with regard to the 
progress by the organization in setting model reforms in place, and 
certainly agree that the four targeted areas that the organization 
has outlined are certainly critical to the reform effort we are at- 
tempting to facilitate. 

You also indicated that, at least with regard to the licensing re- 
form, that the Graham-Leach-Bliley trigger did have some operable 
consequence in obtaining the reforms achieved to date. Give me a 
reason for or reasons why, if we were to take the view in some pe- 
riod of time, a year, 2 years — and we will negotiate the terms — why 
we couldn’t take the models adopted by the organization, and say 
that those have to be in place within a time certain. 

From the perspective that Graham-Leach-Bliley mandates trig- 
gered necessary reforms at the State level, what is wrong with tak- 
ing — for example, the Illinois model, which I happen to think is a 
very good model, your company licensing reform — I understand you 
are soon to adopt your market conduct regulation reform model — 
take your work, and, as we often do in politics, make it our own 
and put a trigger date on it? Respond to it, if you would. 

Mr. Breslin. I think that ultimately may be something to be 
considered. But as you said in your initial remarks, we have kind 
of compressed 150 years into a couple of years. Graham-Leach-Bli- 
ley is 4 years old. So there was an education process after GLBA, 
and the education process including those States representing over 
75 percent of the industry, of complying with the NARAB provi- 
sions. 

So it worked there. The idea that we — if you told me 5 years ago 
with market conduct, that we could put together a model bill in 
several months and interact with the NAIC and NCSL, and inter- 
act with the industry, and be prepared to come up with that model 
act — which we think, because we are now educating the whole in- 
dustry, that the Federal Government is going to do things unless 
we do them ourselves. 

So I have a much more optimistic view now than I did when 
GLBA was passed for us to make our own repairs. 

Chairman Baker. Well, I am not arguing that the experts at the 
State level ought not be the contributors to the end product. What 
I am suggesting is we take the product you have developed and 
make it the model nationally, with a certain time by which the 
States can voluntarily implement, at the legislative level, or failing 
to do so in a certain period of time, ala Graham-Leach-Bliley, the 
Feds come in and do it for you. 

Mr. Pickens, would you want to respond to that, or give me your 
observations about the advisability or ill-advisability of that? 

Mr. Pickens. Yes, sir, sure. I must agree with Senator Breslin. 
I really believe that the NAIC now has a plan. We are on time. We 
are on target. It has only been 3 to 4 years since Graham-Leach- 
Bliley was passed. We were busy passing the privacy protection 
regulations required by GLBA. We were busy solving the producer 
licensing issue. 

We have made again a great deal of progress there. But I just 
don’t believe at this point we need to consider a Federal option. 
There may be some point in the future when we should, all to- 
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gether, get together and talk about that. But at this time we have 
got a plan. We are on time. We are on target. 

If we can get the NAIC reforms enacted in the States working 
with our legislative partners here, I think we will be in good shape 
and we will satisfy the expectations of this subcommittee and the 
committee in general. 

Chairman Baker. Well, does the NAIC view the NCOIL models 
as products which are supportable? Are you all together on the di- 
rection of reform? 

Mr. Pickens. That is a good question. I think — we have had a 
great deal of input, as Senator Breslin mentioned, with NCSL and 
NCOIL. Our relationship has become very close over the last 3 to 
4 years. 

In fact, we — NCOIL allowed us to work with them in passing — 
I am sorry, in drafting their market conduct model that they expect 
to vote on in Santa Fe. I think it depends on what model you are 
talking about, to be honest with you, whether or not the NAIC 
would fully support implementation of all of those models. 

Obviously we prefer the action plan that we put on the table, and 
feel like that is what we would like legislators back in the States 
to help us with. 

Chairman Baker. Let me take the final piece then, because I am 
getting to near the end of my time. How long do you think it rea- 
sonable for Congress to wait? If I had to ask each of you for a clock, 
and given the fact that you have slightly different perspectives on 
what the marketplace ought to look like, marketplace regulation 
ought to look like at some point, what is that point? 

Do we wait another 2 years? Is it another 20? Can you set your 
own self-imposed clock? We have the responsibility, I think, to 
make sure consumers get access to product in a responsible man- 
ner with State consumer protections. If we agree on that principle, 
how do we get there, and how long do we wait on the sideline until 
we say, look, guys, we have given it our best effort, we need to act? 

Mr. Pickens. That is an excellent and fair question. We have 
tried to do that in our action plan. I think if you will take a close 
look at attachment A, Mr. Chairman, we give you an updated sta- 
tus as of November 2003, number one, what our plan is, and, num- 
ber two, where we are in achieving the plan. 

The plan does set deadlines. For certain deadlines those reach 
out as far as 2008. That is the farthest deadline in the plan. The 
closest deadlines are December of this year. And many of the 
things that we have committed to in this action plan we have al- 
ready done over the course of the last couple of years. 

Chairman Baker. I will probably come back on the next round. 
My time has expired. Mr. Kanjorski. 

Mr. Kanjorski. I know you all represent a special disposition as 
to the insurance industry, in terms of its State regulatory author- 
ity. Now, as a Commissioner you want to keep authority, and as 
legislators you like to keep it. But do you see any product or insur- 
ance activity that really does warrant national licensing or national 
enforcement? 

Mr. Hannon. What NAIC, NCSL, and NCOIL have done is pro- 
posed a compact so that there would be a national plan to deal 
with the approval of products for life, long-term care, disability and 
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annuities. The thought on that was there was something especially 
needed, especially after Graham-Leach-Bliley, so that insurance 
companies could have a speedy time to market for their products, 
when they would be competing with products from companies that 
either had a 30- or 60-day approval or no approval required. 

Now, that does not necessarily mean Federal, but it means na- 
tional. But we have come up with a compact which would be allow- 
able as an agreement among the States, so that there could be a 
filing with that compact entity, and once approved by that compact 
entity, that product could be sold in the participating States to the 
compact. 

That would be an answer affirmatively to your question, and I 
believe that is a viable way to go. It preserves the State regulatory 
authority. It gives them an ability to compete in the marketplace. 

Mr. Kanjorski. But are you guaranteeing all 50 States will be 
in compliance with that one standard? 

Mr. Hannon. No, but you are not guaranteed anything. In this 
case 

Mr. Kanjorski. Well, if we do it by Federal law, it sure will be. 

Mr. Hannon. Well, even the last Federal law in regard to insur- 
ance, as I recall, was HIPAA in 1996. And it still doesn’t have 50 
States in compliance with that. We still have a couple on the east 
coast and the west coast that haven’t opted in. 

So there are different ways of going about it. I think the best 
way of lawmaking is to get people to go about participating and 
buying in, whether it is by a Federal statute, whether it is by a 
compact, whether it is by mutual State statutes. Unless they buy 
in, you are going to find yourself with a statute that just is not as 
effective as it might otherwise could be. 

Mr. Kanjorski. Wouldn’t really a compact operation just be a 
substitute national legislature? All you are doing is creating an- 
other arm out there representing the 50 States in the nature of a 
compact. Isn’t that what the Congress is all about, that we are sup- 
posed to be the legislature for all of the States? 

Mr. Serio. There is a significant difference between the compact 
notion and a national legislator, or national legislation. And it 
comes down to this, and this has been proved many times in the 
use of compacts previously. That has been what we have been try- 
ing to do as the three groups here, and that is, take in the local 
environmental factors that you find in an insurance marketplace, 
in each of the individual States, and bring that into the policy 
being made. 

What we are trying to establish here is a baseline, and a baseline 
that can then be used and has the versatility to deal with the local 
features, local environmental factors, that are unique to the indi- 
vidual States that cannot be wrapped up in one uniform standard. 

Mr. Kanjorski. Commissioner, you put your hand on the very 
point that I had a hesitancy as to what to do here. I think there 
is an absolute need to have community touch in the situation, that 
it shouldn’t be removed completely from the average community. 

But I can tell you that I am starting to get the impression that 
the States want to maintain jurisdiction and authority over all in- 
surance areas that are easy. You know, just think of what has gone 
into the Federal responsibility over the years. 
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Mr. Kanjorski. Nuclear destruction insurance, flood insurance, 
catastrophic insurance, terrorism insurance or reinsurance. And 
now, if you really look at the California wildfires, we are being 
called upon in the Federal Government to be a very, very large 
player, not in necessarily writing the policies, but picking up the 
cost of the losses, the inadequacies of State regulation, that action 
in California. At some point we might as well take jurisdiction of 
the insurance industry because we are in it, and we are in it in 
a very big way. Unfortunately, the Federal Government and the 
taxpayers are in insurance where we are not getting adequately 
compensated through premium payments; we are underwriters, if 
you will, where no one else will tread to bear. Wouldn’t it be better 
if we had catastrophe insurance or casualty insurance that was na- 
tional in scope, that they would get together and say, gee, we have 
got to come up with a policy to handle floods? And how they work 
that, instead of the Federal Government being an underwriter at 
a tremendous loss of poor planning, poor organization on the part 
of States and communities — because they are not bearing the re- 
sponsibility and yet our constituents are, your constituents. 

Mr. Serio. I think the easy stuff hasn’t been left to the States. 
And trust us when we say we take on any of the challenges that 
the insurance marketplace may throw at us. I have had this con- 
versation with Mrs. Kelly and members of the full committee on a 
number of occasions where it has been the daily challenge of, 
whether it is the commercial liability marketplace, the market con- 
duct in the life insurance marketplace, that the States have taken 
on and have taken on aggressively and directly. 

The impression that may have left, and I think you characterized 
it correctly, isn’t so much the hard stuff but it is the unique risk. 
But that risk is not limited to a Federal intervention and, as a re- 
sult, the consequence being why don’t we just simply regulate ev- 
erything from the Federal level. The examples you described are 
extremely unique and hopefully very rare in their occurrences. In 
those cases where flood insurance or where the urban insurance 
was necessary in years past, it has always been done in a frame- 
work where the State or the local regulatory operation was largely 
in control of the management of that program, whether it was the 
urban crime insurance or even the flood insurance program, which 
actually turned out to be largely a market-driven program that the 
carriers wrote under State regulation, under the overall guidance 
of the Federal Government, but where there wasn’t a lot of Federal 
intervention even in the flood insurance program. But those are 
unique instances. And I think if we are looking for anything where 
the Federal Government said, well, this is a place we really need 
to step in, maybe the question isn’t let us find that item; rather, 
let us look at what the States have done across the spectrum 
that — is it really speed to market and auto insurance that you 
want to be involved in? Is it really market conduct that you want 
to be involved in? They are both very — well, they are all very local 
issues when you really come down to their impacts. 

Mr. Kanjorski. We don’t have much choice if States decide to lay 
down conditions that if you don’t have auto insurance written in 
that State. There are still millions of constituents in that State 
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that say they need that coverage, and they come down here for a 
remedy. 

As I first described myself in the beginning — I know my time is 
going, Mr. Chairman — I am a person that sort of, I define myself 
as a Burkean; I don’t change for change’s sake, I usually only 
change when it appears that there is no other opportunity to cor- 
rect the problem or I know what the results, that they will be more 
positive. 

When I hear the national organization coming forth with an idea 
that we are going to have to wait until 2008 for a program to be 
implemented, I think that is just several years too long and too 
late. I would suggest to you, and honestly coming from a moderate 
to conservative person for States rights and other protections here, 
if we can’t get something moved along on the State level within the 
next year to 18 months, I would suggest we are going to have Fed- 
eral legislation. 

Mr. Pickens. Mr. Chairman, could I just add something here? 

Chairman Baker. Certainly. 

Mr. Pickens. When you talk about the flood insurance program 
or the crop insurance program or the cap programs that are in 
place at the Federal level, I think we can all agree that those pro- 
grams are not without their problems, one of which is they really 
become where they are not insurance because there is no contin- 
gency. We know certain areas are going to flood, we know there 
will be wildfires periodically, we know a hurricane will hit the 
coastline periodically. And I would just respectfully submit to all of 
the committee members here today that if government becomes — 
it is appropriate for government to become the insurer of last resort 
in certain places. In other words, if the private market can’t handle 
it, you need a safety net there where the government can step in. 
But the government should never — I think it is very bad for the 
government to become the insurer of first resort. And I think if you 
let them in the door a little bit, they will end up taking it over. 
And I would ask the committee staff maybe to look at what has 
happened in Japan with the CAMPO program and other places 
where the government really is squeezing out the private market- 
place because there is never — you never have fair competition be- 
tween a government entity and private entities; the government 
will always win. 

Mr. Kanjorski. If I may just respond, Mr. Chairman. 

That would be on your part a very good argument and I would 
be very sympathetic to it, except there is something here other 
than just having fire insurance and writing protection. To a large 
extent, the States and the localities control, for instance, where 
people build homes, in flood plains or not flood plains, whether or 
not they build on sides of mountains that periodically burn, wheth- 
er they are building buildings and factories on faults. You could be 
lenient or fail to administer good, smart planning out there. What 
ultimately ends up is the risk, is an insurable risk that lands in 
the hands of all the taxpayers for the whole country for generally 
the irresponsibility of a limited number of taxpayers, and I think 
that is what is getting us involved. 

We would know how to encourage better planning, better social 
policy in this country if we were aware of the inadequacies of some 
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of the protections that are out there and the losses that will occur 
because of unintelligent planning on the State or municipal bases. 

Chairman Baker. I need to go to Mrs. Kelly now, if I might. 

Mrs. Kelly. 

Mrs. Kelly. As you can see, we have some bugs in our systems, 
too. 

I would be remiss if I didn’t first thank you, Senator Hannon, for 
all you have done for the medical safety of the citizens of New 
York. I am so delighted that you are here testifying on this topic, 
but also I just wanted to acknowledge the wonderful work that you 
have done for all of us in New York with regard to our medical 
problems and our safety. 

I want to just say that it must be obvious to all of you on this 
panel that we are somewhat concerned that this process has 
dragged out as long as it has. When they wrote the NARAB bill, 
we thought 3 years would be a good time, and we were hoping we 
would get 29 States. Well, we got lots more than 29; we wound up 
with over 40 who are now involved. But I think it is also very clear, 
and this is one of the reasons I am glad to see you New Yorkers 
here today, New York has joined this program. But we still have 
a few more to go. We have got to have the big 5 in there. We have 
got to have Texas and we have got to have Florida and we need 
California. We need those States in. It has to be a 50-State self- 
regulatory system. If it is not, it will not succeed. 

So toward that end, I would like to ask you if you feel — and any- 
one on this panel can answer that — that there might be a need for 
us to come back with some legislation that looks as though that we 
expect a full 50-State reciprocity and uniformity in licensing. Any- 
one of you can answer that. 

Mr. Serio. To have a 50-State requirement, I think — I guess the 
bottom line is that I don’t think we are going to have to or that 
the committee or subcommittee is going to have to feel compelled 
to act. I think — and the action that has been taken already, and 
frankly getting New York over the hurdle was a very big effort, but 
it was done without doing any violence to the basic model act. And 
getting the other big States and the large markets involved, I think 
we are now on the other side of that hill. And it has been, I know 
it has been a focus of the committee to focus on the large market 
share States, and appropriately so. But now with New York and 
getting the other States involved, I think we are now getting there. 
But I think the perspective really had to be broadened out a bit to 
include, what are the other things that we are looking for in terms 
of benchmarks, producer licensing being one. I don’t think we are 
going to be having that discussion again. But on speed to market 
and other issues like that, I think a critical element with any of 
these discussions is, what the other side brings to the table with 
respect to their contributions to these modernization efforts. 

On the producer licensing, the agent community was extremely 
helpful not only in getting the bill passed in New York but in other 
States, but in having the legislatures who are asked to pass on this 
to understand what this really does in the marketplace. 

Now, compare that or contrast that with speed to market. We 
have been talking to the legislators from the NCOIL and from the 
NCSL for a long time on speed to market. New York has spent a 
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lot of time as with Pennsylvania, Ohio, former Director Lee Cov- 
ington very — a major presence in the improvement to State-based 
systems, yet I cannot get the property casualty industry in New 
York to go beyond — my numbers are somewhere in the neighbor- 
hood of 10 to 12 percent of the filings to be done on a speed to mar- 
ket basis. Can’t get them. Don’t know why. Tried it, hasn’t worked. 

The life insurance industry on the other hand — and it is curious 
that they would be asking for Federal intervention on speed to 
market. They are using the New York system for 50 percent of all 
of their filings right now; yet the property and casualty industry 
can’t get passed 10 percent in terms of their products being filed 
on a speed to market basis. I think what will happen, we will be 
back before this subcommittee, but it is going to be a question of 
who has brought what to the table and how have they executed on 
that. That has been part of the process. When we talk about 2008, 
we are talking about this being done, but it really is a constant 
work in progress. It is a process non-event, as my predecessor liked 
to say. And the fact of the matter is that we may be talking about 
speed to market, we may be talking about market conduct, but it 
has to be in context of what all the various parties are bringing to 
the table. Because right now some of those modernizations are 
done, and speed to market has largely been accomplished except for 
the fact of the buy-in, whether it is to serve the individual States’ 
speed to market systems or any other process, and the leveraging 
of technology that I think the government side has done extraor- 
dinarily well. When government has a past reputation of being 
stingy on technology, it actually — this modernization has actually 
been driven through the leveraging of technology from the govern- 
ment side where our customers in the industry are trying to figure 
out how can they match that leveraging so that they can get into 
these modernization systems that we have already been. 

Mrs. Kelly. Mr. Pickens, you wanted to say something? 

Mr. Pickens. Yes, ma’am. I just wanted to place the comment 
Superintendent Serio made in a national context. 

What Greg is talking about is our system for electronic write and 
form filing, a nationwide filing system. 50 States and the District 
of Columbia and Puerto Rico are on board with this. 

Last month, or as of last month we had accepted nationwide 
nearly 45,000 forms; we expect 75,000 forms through that nation- 
wide filing system by the end of December. The average turn- 
around time on those filings is 17 days. 17 days. That is speed to 
market. And on the producer licensing side, we have a techno- 
logical initiative called NIPR, NIPR, the National Insurance Pro- 
ducers Registry. Anybody can participate in that, companies can 
appoint their agents, they can terminate their agents, they can do 
everything they need to do. They can file forms electronically, do 
the whole shooting match. And one thing that is holding us up 
there is that we don’t have access with the big States, Mrs. Kelly. 
One of the things that is holding us up is the fact that we don’t 
have access to the FBI fingerprint database, and New York and 
California and Florida and other States really believe that we need 
that access so that we make sure we are not licensing felons out 
in the State. 
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So H.R. 1408 was on the table a couple of years ago. I am not 
sure where it is in the process now, but that is one thing Congress 
could affirmatively do to help us, is give us access to that finger- 
print database, and I think you would see 100 speed to market 
for — or not speed to market, but producer licensing ASAP. 

Mrs. Kelly. Anybody else want to address that? 

Thank you very much. 

Chairman Baker. Thank you, Mrs. Kelly. 

Mr. Pickens, just for the record, to make sure, you referred me 
to your addendum in your testimony, which is the compact. And 
the 2008 deadline you referred to, does that include uniformity 
with regard to property and casualty? Or is the 2008 date only the 
life insurance piece? 

Mr. Pickens. Yes, sir. That is only the piece by which we have 
committed to get the compact passed in 30 States, or States com- 
prising 60 percent of the premium volume for the products involv- 
ing the compact. 

Chairman Baker. But that is life insurance? 

Mr. Pickens. Yes, sir. That is life insurance. 

Chairman Baker. Mr. Kanjorski departed before we got that 
piece of news. I think he was thinking it was 2008 to do the whole 
thing. So I just want to make the record clear. 

Mr. Lucas. 

Mr. Lucas of Kentucky. Thank you, Mr. Chairman. 

One of the things that has been brought to my attention recently 
is that we have some States where insurance companies have 
pulled out because their auto insurance — because the State set the 
rates and they quit writing automobile insurance. But they also, if 
they couldn’t write auto insurance, they couldn’t — there are other 
lines they couldn’t, life, health, and other things, they were not al- 
lowed to sell those. 

It seems to me that, you know, we have such as sophisticated so- 
ciety population today, people get on the Internet and they check 
out air fares, hotel rates, and they obviously would do that on the 
insurance as well. Why would we not let competition set rates 
versus the States and politicians setting the rates? Who wants to 
answer that? 

Mr. Pickens. I will be happy to take a shot at it. 

Representative, you are singing our song at the NAIC. We are a 
pro-competitive marketplace. The key is there. In order for rates to 
be a prime or to be self-regulating, you have to have a competitive 
marketplace. And at times you can have certain market conditions 
arise where you don’t have a competitive marketplace in individual 
locales. Arkansas’ homeowners market, even throughout a very 
hard market the last 4 to 5 years has been highly competitive, re- 
mains highly competitive. But some States have had trouble in 
that regard. 

So that is another area where you really need that local touch, 
that local control that Representative Kanjorski was talking about, 
because one size does not fit all when it comes to auto rates. What 
goes into the price of an automobile insurance product has hap- 
pened in Massachusetts and New Jersey, and I commend the com- 
mittee for throwing the spotlight on the market problems that were 
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caused really by too much State governmental interference into the 
private marketplace. 

So we are all for a balance, looking at just the right amount of 
government intervention into the private market, but we agree 
with you that prices can and should be self-regulating in a competi- 
tive market. 

Mr. Serio. Let me add to that, if I may. I think your character- 
ization about the auto market and the way the regulators kind of 
approached it in terms of threatening to stop someone’s homeowner 
writings if they want to get out of auto, things like that. The 
Northeast was the poster child for that philosophy for a long time. 
And I think as Commissioner Pickens said, Massachusetts, New 
Jersey, and New York included, and some other States in the 
Northeast used to adhere to that philosophy pretty ardently and 
they used to use that as their leverage when companies decided 
they weren’t making money in the auto insurance business. 

Now, in New York we had a very successful competitive rating 
or quasi-competitive rating called flex rating in our market which 
allowed rates to go up or down. But the one cautionary note I 
would say about any competitive rating system, and in fact any 
company would have to come before this subcommittee and ac- 
knowledge this. Sometimes the marketplace gets overheated and it 
gets too competitive and they start charging rates they can’t sus- 
tain over the long term. A lot of the rate increases you saw in the 
markets that were not being allowed, and as a consequence of it 
being that companies were leaving certain States, was the result 
of overheated competition where the rates went too far down, they 
could not sustain the type of risks that they were taking on for 
those rates. 

If you balance that out — and we are all for competitive rating of 
automobile insurance and using the competitive market pressures 
to their best and highest use. You just have to be careful that to 
allow a completely open and competitive market without some re- 
sponsibility on the other side where they don’t drill it down to a 
rate inadequacy situation and suddenly the regulator, whether a 
State regulator or a Federal regulator, is being asked the question 
the following year: I need a 30 percent rate increase. It is an un- 
tenable situation to put any regulator in if that is now the price 
of admission for a company to stay in that marketplace, because 
those kinds of rate swings don’t do you any good, don’t do us any 
good, and certainly don’t do our constituents any good. So you need 
to balance that out. 

But competitive rating, we have had great success in the North- 
east by having a competitive or quasi-competitive rating system 
that has worked for the benefit of the consumers. 

Mr. Lucas of Kentucky. Thank you. 

Mr. Pickens. May I add something very quickly? The competitive 
rating model that the chairman referred to allows for the market 
to set rates when it is competitive, but it also takes care of the 
problem that Mr. Serio talked about, because it says the regulator 
still has to monitor the rates to make sure that they are not exces- 
sive, too high, inadequate, too low, or unfairly discriminatory 
against similar risks. And this is the Illinois model, Mr. Emanuel. 
It is a very successful model, and if we could get that enacted 
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across the entire country our rating problems would be taken care 
of, I believe. 

Mr. Lucas of Kentucky. Thank you. 

Chairman Baker. Thank you, Mr. Lucas. I just want to jump in 
right there and say I think we could do that. 

Mr. Lucas of Kentucky. Okay. Going to a little different sub- 
ject, the banking system has a dual system where banks can have 
a State or Federal charter. That looks like a great business model 
for insurance companies. What is wrong with having an optional — 
let us don’t call it a Federal charter, let us call it a national char- 
ter, if that Federal bothers somebody. Who would like to take a 
whack at that? If the business model suits you better as a com- 
pany, you go to the Federal. 

Mr. Hannon. May I take a whack at that, Representative? 

Mr. Lucas of Kentucky. Sure. 

Mr. Hannon. A couple different things in regard to a, quote, op- 
tional national charter. First of all, it is not totally optional because 
the Federal Government isn’t an equal partner. You have, right- 
fully so, the power of preemption for your statutes so that when 
you come in you totally exclude. So it is really not an option. 

The second, as we have watched the optional charter for banks, 
we have watched the virtual disappearance of State chartered 
banks compared to what they were 20 years ago. The charters, it 
has been very attractive. The regulatory scheme has been made by 
the Office of the Controller of the Currency very attractive for 
banks to opt for the national charter; consequently, we do not have 
many left at the State. 

If you are going to go to a national charter, you might as well 
say, wait a minute, we want that as a proposal. Veiling it with the 
thought of it being optional I think is just masking what really is 
the intent. 

Mr. Lucas of Kentucky. Somebody correct me if I am wrong. 
I thought we had a lot more State chartered banks than Federal 
nationwide. 

Mr. Hannon. I used compared to 20 years ago, where most of the 
major banks have now moved to Federal charter. And coming from 
New York, believe me, we have seen a lot of our banks opt for Fed- 
eral charter. 

Mr. Lucas of Kentucky. That could be in New York, but I think 
there is 70 percent State charters versus about 30 percent national 
charters. 

My time is probably up, but I would like to discuss this further 
with the next panel. 

Chairman Baker. Thank you, Mr. Lucas. 

Mr. Shays. 

Mr. Shays. Thank you, Mr. Chairman. Thank you for your inter- 
est in this issue. 

I am going through thinking as we try to compete on an inter- 
national basis, the EU is trying to find ways to have uniformity, 
and we are asking our corporations to compete in 50 marketplaces 
and then compete with the rest of the world. I am having a hard 
time understanding why it is in our best interests, the United 
States, to wait until 2009, 6 years from now and 9 years after this 
process began, to try to bring some uniformity to it on the State 
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level. And I want someone to give me their best argument. Why 
should we wait until 2009? 

Mr. Pickens. Mr. Shays, I will start with a very practical argu- 
ment. If you passed an optional Federal charter bill tomorrow, it 
would take the Federal Government a long, long time to get up to 
speed. I would venture to say probably, if not 2008, beyond 2008 
to regulate 3.5 million insurance agents, producers out there and 
the 5,000 or so companies, many of whom don’t even do business 
in every State. In fact, I will defer to Mr. Serio on those numbers 
in just a second. But that is a very practical reason. The Federal 
Government could not get up and running that quickly on such a 
complex issue as insurance. 

The second practical reason is the insurance industry is entirely 
divided over what an optional Federal charter looks like. Three of 
the four P&C trades are in favor of State regulation. The sole prop- 
erty and casualty trade that is in favor of Federal regulation can’t 
agree with the life and health industry what a Federal charter bill 
looks like, and the life and health industry is divided somewhat. 
Life and health is more aligned with bankers, but then you have 
got all these other divisions out there. So the primary interest 
groups and the consumer groups — I must throw them in there, Mr. 
Hunter, others that you have heard from — they have a totally dif- 
ferent idea about what the Federal regulator should look like. So 
I just don’t think as a practical matter, number one, you could do 
it from a technical standpoint, number two, from a political stand- 
point you could get everybody on the same page. 

Mr. Shays. Anybody else? 

Mr. Serio. Thank you. Let me just jump in with this observation. 
I suppose that this always just becomes the grass is always greener 
on the other side type of observation. Judging from my experience 
as the chairman of the Holocaust Task Force for the NAIC, and 
having interacted with a number of European companies who have 
had to navigate through their own multi-leveled regulatory systems 
in Europe, not just the EU but the individual countries and the in- 
dividual States within those countries all regulate certain portions 
of the insurance business over there as well. So while there may 
be a unified EU market, when you drill down to some of those local 
companies and some of that local impact, they are dealing with a 
lot of the same issues that we are dealing with here. 

Number two, when you have almost half of all the companies 
that are licensed in the U.S. operating in a single State, that State 
suddenly becomes more important as a focal point for those compa- 
nies in terms of a regulatory objective. 

Mr. Shays. But the EU is working to come find more common 
ground in uniformity. I am having a hard time understanding why 
I would want my American businesses to have to compete and have 
different rules and regulations and, you know, so many different 
entities. I honestly don’t see the logic of why I want to do that. 

Mr. Serio. The second observation on this was that as the EU 
tries to sort through their own regulatory constructs, that is hap- 
pening at the EU level, in the U.K. With the FSA and in Japan 
and in other major countries, are all sorting through what their 
regulatory structure should look like and we are all talking to one 
another. 
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So going back to your original question of why should we wait 
that long, is it really prudent to wait that long, it is happening 
right now. And I think what you are going to find is a certain 
amount of synergy between the EU’s ultimate construct and the 
U.K’s ultimate construct and the U.S.’s ultimate construct, be- 
tween the uniformity that we can achieve on a nationalized or a 
federalized basis while retaining the jurisdiction at the local level, 
so that half of the companies that just write in a single State can 
continue to operate on a State regulatory structure. 

One of the challenging questions — and this goes back, I think, to 
the Chair’s question originally — what is it that the Federal Govern- 
ment should be focused on then? You know, is it speed to market, 
is it global reinsurance, or something in between that really is the 
proper venue or proper subject for the Federal venue? And that is 
still an open question. And so it may not be so much a question 
of will there ever be or not be Federal regulation or Federal policy 
with respect to insurance, but it is really other things we are talk- 
ing about today, talking about the day in and day out business of 
regulating insurance that we have done at the State level that the 
individual countries of the EU have done on their levels and in 
their own States over the years. What we are really talking about 
is another set of issues: How do we deal with international trade 
and international reinsurance as opposed to speed to market prod- 
ucts and agent licensing? 

Mr. Shays. Thank you. 

I would just close, Mr. Chairman, by saying I find the answers 
of both of you helpful and certainly giving me a perspective. But 
I have a tough hurdle, and that is I don’t want my American busi- 
nesses to have to compete so much within the United States, to 
have so many different rules and regulations, and then have to 
compete worldwide. And so we need to find a solution to that, and 
this appears to be the best but with some limits, and it may in fact 
take longer than I would like. And I thank you both. 

Chairman Baker. I thank the gentleman. 

Mr. Emanuel. 

Mr. Emanuel. Thank you, and I would like to thank the Chair- 
man for holding this hearing. 

The whole concept of going to a national or optional Federal 
charter, and using Illinois, which I think is a good competitive sys- 
tem as a model, I want to make sure that we are not actually de- 
regulating in the process. 

Because when you get down to it, looking today at what has hap- 
pened after the repeal of Glass-Steagall and what’s occurring in the 
commercial banking area, you have really got three major banks 
that are lending and they are holding corporations over the head 
here in a way that nobody previously envisioned. So, I want to be 
sure that if we end up legislating rules, we aren’t really just na- 
tional deregulating under the rubric of modernization. It is what 
some mean by modernization that worries me. And if we do ad- 
dress national charter issues, in my view we have to include, prop- 
erty and casualty, not just life insurance. 

So, we need to avoid deregulation in the name of modernization, 
and any solution must strongly consider the interests of consumers 
and “mom and pop” insurance firms. 
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Mr. Pickens. Mr. Emanuel, that is an excellent question. It is 
one that we have struggled with 

It is one that we have struggled with at the NAIC, frankly. You 
have got some sectors of the industry that I think many of us be- 
lieve their ultimate goal is total deregulation, and that is some- 
thing that causes Commissioners concern. Then you have got other 
sectors of interested parties. For example, the consumer groups. 
Mr. Hunter I know has testified here before. He wants something 
totally different than deregulation; he wants something on the 
other far extreme, which is total regulation and strict price controls 
at the Federal level and things of that nature. And I think many 
of us are concerned that both of those things would be bad. 

What you are looking for is something like the chairman talked 
about, I believe, competitive rating in the marketplace. In my State 
we have a competitive rating law, as Illinois does. It works well. 
I promise you if every State in the country could have as competi- 
tive an insurance marketplace as Illinois has, every consumer in 
the country would be much better off, and you all are not deregu- 
lated. 

Mr. Emanuel. In Illinois, we have a number of insurance compa- 
nies competing in the marketplace. How do we do that at the na- 
tional level, so we don’t end up like the situation in commercial 
banking, where only three major banks are really doing the lend- 
ing? How do you find the combination that unlocks the marketplace 
so you get competition without 

Mr. Pickens. Yes, sir. A quick comment, and then I will defer. 
I don’t think you do. I think you are exactly right. That is what 
could happen. And it could be worse, I think, in the insurance in- 
dustry. Insurance is a different business than banking in many, 
many ways. And I think if you end up with three or four compa- 
nies, what you end up with is what we had prior to the passage 
of McCarran-Ferguson in the 1940s, where you had large insurance 
trusts that were effectively setting rates and violating antitrust 
laws, and that is why you ended up with State regulation that you 
have now. 

Mr. Breslin. I think, too, your statement was essentially the 
reason that we sit here and talk about State regulation, because 
one size doesn’t fit all, and it is what has happened in Illinois be- 
cause of the competitive structures there, the companies that are 
there, it has fit well. But translate that to another State under the 
same set of circumstances, and you could have what you don’t 
want, one or two companies controlling the marketplace. 

Mr. Emanuel. The only thing I will say again is the observation 
that about 10 or 15 years ago on this subject all those who are now 
calling for a national charter of some capacity all wanted only state 
regulation. And sometimes I feel in these hearings lately, on this 
and a number of other subjects, it is like an out of body experience, 
because everybody that used to be for States are now for national 
standards, and everybody who used to be for national standards is 
now for State rules. So I am properly confused. 

Thank you very much for being here. 

Chairman Baker. Thank you, Mr. Emanuel. 

Mr. Bachus. 

Mr. Bachus. I thank you, Mr. Chairman. 
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Let me — I will do like some of the other members and start out 
just with a statement. 

I see an optional Federal charter is almost undoable from a prac- 
tical and a political standpoint. I guess it is helpful to continue to 
discuss it. And I am not making any judgments as to what we 
ought to do, but I think as opposed to that, a much more practical 
approach is to identify some areas where we can have Federal uni- 
form standards similar to what we have done on other legislation. 
And whether we pick those off, maybe speed to market, but I am 
not sure that we can do more than one at a time even, you know, 
market conduct, examinations licensing, and gradually take that 
approach. 

But to me — and I read Mr. Fitts’ testimony from Progressive on 
the second panel, and I would like — I mean, at least my impression 
is the same as his impression, that the idea of going to dual charter 
or creating a Federal insurance commission and assimilating all 
this is more than this Congress with other issues facing us is going 
to want to do. And from a State standpoint, I think that as a real- 
istic matter it is just not something that is a burning issue. 

Having said that, I am going to switch gears totally and just ask, 
Mr. Pickens, ask you about something quite different. Up here we 
have certain issues that people sometimes try to characterize as a 
trade issue. And one of those in the reinsurance business is your 
foreign reinsurers have argued to the U.S. Trade Representatives 
they weren’t successful, that the collateral requirements that they 
had to put up, that that was a trade issue and not a solvency issue. 
And my concern is that I think it is definitely a solvency issue, and 
that they should have to — I know right now 100 percent collateral 
or either a State license. 

And I would just like your comments on that. And I know that 
at this time the U.S. Trade Representative has ruled against Pru- 
dential, and which I think obviously is a correct ruling. But would 
you like to comment on that? 

Mr. Pickens. Sure, Mr. Bachus. I would be happy to. And first 
I commend you on really knowing about a fairly esoteric issue. You 
almost sound like an insurance regulator, and I mean that as a 
compliment, not a criticism. 

Mr. Bachus. A State or Federal insurance regulator? 

Mr. Pickens. No. State. State all the way, sir. But that is an im- 
portant issue to us. It may be esoteric, but it is important. And 
what the Europeans are asking in essence is that they be allowed 
to create a special list that would have — I mean, it would be based 
supposedly on reinsurers that had the strongest financial stability, 
and they want to be able then to give Commissioners in the States 
the discretion to say, okay, Mister European Reinsurer, you don’t 
have to have 100 percent collateral, you can have less than that. 

There are some problems with that that we are working through 
at the NAIC even though we are under a lot of pressure from the 
Europeans to make a decision quickly, and we have resisted that 
because we think it would be wrong to do so. 

Number one, this is a solvency issue primarily; it is not a trade 
issue. Could it impact trade and have ramifications? Ultimately, it 
could, but it is certainly more a consumer protection and solvency 
issue than it is a trade issue. 
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Number two, the three significant concerns we really have are, 
number one, the lack of international accounting standards. It is 
difficult to look at the balance sheet on this side of the ocean and 
compare it with that side of the ocean and determine the financial 
stability of a European reinsurer. We also have a problem in many 
European countries with enforcing United States’ judgments 
against European reinsurers in those foreign courts. We get a judg- 
ment in a U.S. court, take it to some jurisdictions, you can’t get it 
enforced. And the biggest concern really we have, Mr. Bachus, is 
A.M. Best and other rating agencies already have told the regu- 
lators that this will result in a greatly increased credit risk for our 
American insurance companies and American reinsurers, all of 
whom, by the way, are opposed. This is one thing they all agree 
on, they are opposed to reducing the collateral requirements right 
now. They think — the rating agencies say if we increase the credit 
risk that they will have to downgrade some of these insurers prob- 
ably. At least that is something that would be taken into consider- 
ation. 

So it is a major concern for us, and we can’t make a decision pre- 
maturely. We really need to look at all these issues. 

Mr. Bachus. Thank you. 

I thank the Chairman. 

Mr. Breslin. I might also add, Congressman, that that has 
been — many of the issues that Commissioner Pickens discussed we 
have been discussing on an ongoing basis at NCOIL. And it isn’t 
an either/or issue; as Mike Pickens said, it is one country might be 
very good in enforcing judgments and another might be a country 
that will never enforce a judgment of the accounting standards of 
the company. And it is just one that although we can pick out — 
we could all sit here and pick out a company in a country where 
it should be different, but it can’t be an either/or situation. 

Mr. Bachus. I thank you. 

Chairman Baker. Thank you, Mr. Bachus. 

Mr. Scott? 

Mr. Scott. Thank you very much, Mr. Chairman. 

While I agree that there are problems with the current regu- 
latory system, I must say that, to each of you dealing at the State 
level, that there is one area in which I believe that the States have 
done an excellent job, and that is in consumer protection. I think 
at the end of the day that, to me, is the number one top priority. 

State insurance Commissioners have done an excellent job in in- 
suring that disputed claims are paid to policyholders. I worry that 
a distant regulator here in Washington, a Federal regulator here 
would not be as sensitive to consumers’ needs as would a State or 
local insurance Commissioner. I have a fear that a Federal regu- 
lator who is dependent on the fees that carriers pay into the sys- 
tem would be more sensitive to the needs of the carriers than they 
would be to the consumers. Similar to the OCC, I could see an in- 
surance regulator taking the side of companies over the consumers. 

While I say all of that, this problem still remains: Largely as a 
result of September 11th, our tax cross-sector competition, in- 
creased loss costs, dwindling investments have indeed put the in- 
surance companies in a bind. Issues still remain, albeit the protec- 
tions that you give at the State level, which I support. But these 
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issues still remain of the concerns of the insurance companies, be- 
cause clearly the consumer wouldn’t — there would be no need for 
the protections if the insurance companies weren’t there to provide 
the products and the services and the coverage. 

But how do we modernize the insurance regulation? How do we 
secure your State-based reform? And the fundamental question: 
How do we increase the efficiency and uniformity of regulation and 
market conduct and oversight product approval and all of those 
things with 50 different States? 

That is the sort of the bind that I am in here. While you do an 
extraordinary job of consumer protection, we still have these other 
issues of uniformity and regulatory efficiency that calls for us tak- 
ing a look at this Federal regulator. How do you address those 
other concerns that would keep us away from the Federal regu- 
lator? 

Mr. Breslin. I think we would first of all say that we are work- 
ing on those concerns, producer licensing, speed to market, market 
conduct. And I think you are correct. We were chatting before that 
in our offices in the States, and we frequently ask this question, 
what kinds of calls do we get from our constituents — because we 
represent people in local areas — our constituents about problems 
with their insurance, whether it be homeowners or life, renter’s in- 
surance, car insurance. We don’t get the calls, which is evidence 
that they are okay and they are being treated well, and that the 
insurance department in our State, represented by Superintendent 
Serio, does a great job. I don’t think the Federal Government would 
be able do that kind of a job. And we are working on the other side 
to make sure that we satisfy the needs of the insurers. 

Mr. Pickens. Mr. Scott, in Georgia you really do have a very ac- 
tive consumer protector in Commissioner John Oxendine. We all 
know John, and he works with us. 

Mr. Scott. Let John know I spoke highly of him and I called his 
name. 

Mr. Pickens. I will do that. 

Mr. Scott. Because he is doing an extraordinary job. And as you 
can imagine, we did have a conversation beforehand. But I really 
think you are doing a great job on protecting. 

You do not think that, to answer these other things on uni- 
formity of efficiency and those things that we are asking for the 
Federal regulator to take a look at, that consumer protections 
would go down with the Federal regulator? 

Mr. Pickens. I think there is a danger they could go down if it 
was not handled correctly, and that is what we have been strug- 
gling with at the NAIC, and exactly how the chairman framed the 
committee hearing today, and that is that it is important to have 
strong consumer protection but you also have to facilitate business 
development and commerce in the marketplace. And I agree that 
the two notions are not mutually exclusive, and I believe all our 
members agree. 

And just to answer your question though, Mr. Scott, I would 
point to the document that is attachment A. We have got a plan. 
This is our plan. We believe this plan takes care of consumers and 
also takes care of the legitimate concerns that the industry has 
raised. 
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Mr. Scott. What plan is that? 

Mr. Pickens. This is our reinforced commitment regulatory mod- 
ernization action plan, attachment A. And it goes through all the 
five or six primary areas that I mentioned in my opening remarks 
and lets you know exactly what we are doing, what our deadlines 
are, where we are in accomplishing those deadlines. And, again, I 
would go back, Mr. Chairman. We appreciate the oversight, the at- 
tention you all are giving us, we appreciate the pressure. I think 
it is a positive thing; you have heard me say that before. 

But one thing you could really help us with is putting some pres- 
sure on the industry to come play ball. We have built this surf sta- 
dium. Everybody hasn’t come to play in it yet. We have got the Na- 
tional Insurance Producer Registry. Everybody is not willing to 
play. I wonder why that is. Maybe it is because they think they can 
get a better deal somewhere else. But if you help us hold their feet 
to the fire, I think we can make progress even quicker than we 
have made it so far. 

Mr. Scott. Can you give us some examples of how you feel con- 
sumer protections would go down if we went to the Federal regu- 
lator? 

Mr. Pickens. Sure. For example, and all of our States have laws 
that say you have to have certain provisions in an insurance policy. 
We have got a law in my State that says you can’t cancel or non- 
renew somebody based solely upon the occurrence of a natural ca- 
tastrophe or natural event like a tornado or hurricane. We passed 
that because we had a series of tornadoes sweep from the south- 
west part of the State through the central part of the State all the 
way up to the Northeast, and the next thing we knew we had in- 
surance companies saying, hey, it is time to cancel these policies. 
They pay that claim, and then the next thing the consumer got was 
a non-renewal notice. That is an individual problem we had in my 
little State that our legislature had to address. And if we had a 
Federal regulator, I don’t think they would have been as attentive 
to passing a law like that that deals with such a specific concern. 
That is a legitimate concern. This law doesn’t hurt the companies, 
they can operate just fine with it. But now they have to find legiti- 
mate reasons to cancel or non-renew a policyholder rather than 
just saying, sorry, you had a big claim we had to pay and now we 
are going to cancel you. So I think that is a concrete example. 

Mr. Scott. Do you think timeliness is another, the timing of the 
responses? 

Chairman Baker. And that will be the gentleman’s last question, 
his time has expired. But please respond. 

Mr. Pickens. Yes, sir, I do. I think it is very important. And we 
all have laws, prompt payment laws with health insurance that re- 
late to all lines of insurance that say a company has to pay claims 
within a certain period of time. And also the regulators are there 
to help work out any differences between the consumer and the in- 
surance company, which I think is — you can’t put a dollar value on 
that, which I think — that is that personal touch again. 

Mr. Serio. If I could finish a comment on this. There is almost 
a good analogy on this, and it actually would go back to Mr. Kan- 
jorski’s question earlier, and that analogy is how we respond to dis- 
asters or after a disaster, the FEMA and local emergency man- 
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agers, how they coordinate. We don’t leave it to FEMA to do the 
work on the ground even though the Federal Government provides 
a lot of the money in the aftermath of a disaster. But the way that 
the emergency structure is set up, it is still left to the local emer- 
gency manager down to the local government or State government 
to really deal with those local issues. And that is what we do, and 
we do that best. And we are able to understand what the implica- 
tions are, whether big disasters or small, big issues or small issues. 
But to get down to that localized level and having it closer to Main 
Street really gives an added value to the local constituents. And it 
really is that same kind of a setup where, just because the Federal 
Government does provide the resources, it is still left to serve the 
locals with the local managers, whether they are insurance Com- 
missioners or emergency managers or any other type of analogy 
like that. And that has worked very well, and I think we are sug- 
gesting the same thing. 

Mr. Scott. Thank you. 

Thank you for extending my time, Mr. Chairman. 

Chairman Baker. Yes, sir, Mr. Scott. 

Mr. Miller. 

Mr. Miller of California. Thank you, Mr. Chairman. 

To begin with, I want to say I don’t support government getting 
in the insurance business. I don’t think we should do that. I don’t 
believe in total deregulation. But a lot of what I am going to say, 
you are probably not going to agree with. My favorite committee 
when I was in the State legislature years ago was the Insurance 
Company Committee, and 10 years ago I would never have thought 
a Federal charter was something that was needed. But I have 
somewhat changed my mind watching the way things have gone. 
Some of the comments arguing against that is, well, you could see 
a decline of State charters. Like banks, that could be true, but that 
doesn’t make it bad. That just could be a reality. 

One other comment was, well, it would probably take a long time 
to develop regulations for a Federal charter, and it is going to take 
some time, but NAIC has set up uniformed agent licensing regula- 
tions nationwide every year for 132 years, and it still hasn’t hap- 
pened. So I think we can beat that time frame right off the bat. 
I think that is something that is doable. 

Another thing that I caught, we were talking about changing the 
system and the words we used, if we can get a reform — if we can 
get the reforms enacted by the States. But the operative word that 
stands out is “if.” and that just doesn’t seem to happen, because 
herding State legislators is like herding cats. I mean, to get all 
these different States going in the same direction is very, very dif- 
ficult. And insurance companies just have this incredible patch- 
work of regulatory filings and approvals, and that really impacts 
the bottom line in the services and its cost based on delays, be- 
cause equally important, it dictates the pace of developing new 
products. And that is something I think we need to be very, very 
careful of. 

Even efforts to regulate uniformity consistently failed. I have not 
seen anything that makes me believe that if we don’t have an op- 
tional Federal charter — and I say optional, because nobody is man- 
dated to do it. But more than 3 years ago NAIC unveiled — you 
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called it a new modernization effort designed to improve State in- 
surance regulations. But even then it wasn’t new, because you have 
been talking about that same process since 1871, and the effort has 
yet really to prove to be successful. And I am not trying to be crit- 
ical. Please don’t take it that way. But I did read all your paper- 
work, and I have been looking at this issue very seriously for the 
last probably 4 or 5 years and I think it is time that we look at 
an optional Federal charter, because, Mr. Chairman, I don’t think 
we really have much of an option but to do that. 

By your own account, NAIC does not believe you can fully imple- 
ment a compact — I read here on interstate compact attempts — until 
January 2009, and then there was a qualifier, at earliest. And that 
is your paperwork, not my paperwork. I think we can do a Federal 
charter by then, an optional Federal charter. I really do. 

Chairman Baker. Will your gentleman yield for one moment, 
just to make the observation. I had to go back and clarify, but that 
is with regard to life only. That doesn’t include the broader insur- 
ance industry. 

Mr. Miller of California. So we are going to really get farther 
out, the time. I was giving them the benefit of the doubt there. We 
are getting farther out when we consider everything that is not 
even being considered right now. 

Chairman Baker. I just wanted to be helpful. 

Mr. Miller of California. Well, Mr. Chairman, I would really 
like to sit down and — we talked about this before. And I am from 
California, and I watch some of these States — and I am not trying 
to impugn the States, because everybody has the right to do what 
they want to. But they call them consumer friendly bills. And all 
it does is attempt to regulate the insurance industry, which is fine. 
But understand, any time you place a mandate on business, that 
cost is passed on to consumers. And some States for some reason 
don’t realize that when they continually mandate that insurance 
companies must provide more and more and more and more and 
more, the people are going to have to pay for it, because you cannot 
mandate that businesses lose money. They are not going to do it. 
They are going to leave the marketplace. I mean State Farm Insur- 
ance almost pulled — they aren’t writing any new policies in Cali- 
fornia, and they have about 20 percent of the policies. 

This is a very serious issue. And I applaud all of you, because 
you have a real tough job. I mean, it is a nightmare. I can’t imag- 
ine doing what you are trying to do and you have to do. But even 
when you come up with a concept that you believe will work, you 
have got to hope everybody agrees. And if they don’t, there is really 
not much that can be done about it. At least with an optional Fed- 
eral charter we can do something about it. And if we are wrong, 
if it is not good, people are not going to use companies that are 
using the optional Federal charters; they will use the companies 
that are a State charter. If the State charters can provide a better 
service, better rates, and the consumers are happier, they are going 
to stick with that. But if some of us are right and an optional Fed- 
eral charter can come in with a program and they can do it quickly 
and rapidly and they can come in with new procedures and new 
programs that benefit consumers rapidly, instead of spending 18 
months, 2 years as they try to implement throughout the States — 
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if that proves to be right, consumers are going to benefit, and if it 
is not right consumers will continue with the State charter. 

So it doesn’t eliminate options, and the part I am having dif- 
ficulty understanding is what is wrong with creating another op- 
tion? If competition is usually proved to be good, those who com- 
pete the best and provide the best tend to succeed. And years ago 
the Japanese auto industry proved that to our industry. You know, 
Chrysler and Ford and GM all took it for granted that everybody 
is going to buy American, and they created junk, and nobody 
bought it. And then when they had to compete, they created a 
product that people wanted. 

Well, I think we are trying to create competition here, and you 
are kind of hamstrung in many fashions because you are asking 
States to do what you think is good and they can just turn their 
back and decide to do what they want to do and you really don’t 
have any teeth. 

So I am not trying to criticize you, I applaud you. I think you 
are trying to do the right thing. But I just think, you know, like 
in the time when they talked about optional Federal charters for 
banks, I am sure there is a lot of people saying, oh, it is a bad idea. 
I think it proved to be a pretty good idea, and yet there are still 
State banks out there operating today that can compete if they 
want to. And, yes, there has probably been a decline because you 
have seen Federal charters do a pretty good job. 

And with that, Mr. Chairman, I thank you. 

Mr. Lucas of Kentucky. Mr. Chairman. 

Chairman Baker. Mr. Lucas. 

Mr. Lucas of Kentucky. I may be out of order, but I would like 
to completely associate with my colleague from California. I agree 
with everything you say, Mr. Miller. 

Mr. Miller. Lord love you. Thank you. 

Chairman Baker. Pass the collection plate. 

Mr. Sherman. 

Mr. Sherman. Ken, you don’t know him like I know him. 

Mr. Hannon. Mr. Chairman, can I make a comment? 

Chairman Baker. Certainly, Senator. 

Mr. Hannon. You, both you and Representative Miller have 
rightfully referred to some comments in the NAIC testimony appar- 
ently about 2009. Having been part of the leadership of trying to 
get this compact together — and believe me, herding cats would 
have been easier — I do think that this committee needs to take 
note of the major achievement in doing that and the fact that it 
was only really adopted this summer. And legislatures have not 
been in session since then, so they have not even had a chance to 
have the bills introduced much less entertain them for action. It 
would be like someone asking you on December 1 why aren’t you 
acting on the 2004 budget? It is not the right time yet. So I think 
there is a need to recognize that. 

Second, NCSL has not put any deadline of 2009. We are looking 
to try to get immediate action and try to get people to address 
these issues. I would hope that we might — you have taken great 
leadership in these issues. I hope we might enlist you in that be- 
cause of getting this adopted. There is a need. There is a need if 
you keep talking about other options, of people will say those other 
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options are more viable and the compact is not. I believe this com- 
pact offers some major good governmental policy. And so I just 
wanted to say, A, 2009 is not the NCSL number; and, second, we 
could use your help. 

Chairman Baker. And just a brief response, Mr. Miller. I would 
say that we are not in any way belittling the compact effort. We 
are appreciative of progress in any form or direction. 

Mr. Miller of California. Mr. Chairman, if you would allow 
me. I in no way intended to impugn anybody’s effort. I think you 
are doing a wonderful job. I want to make that very, very clear. 

Chairman Baker. I think you did, sir. And all we are suggesting, 
I believe, is that whatever the deadline might be today in the 
agreed-upon, discussed, internal view of the various organizations, 
there is — and by way of record, Mr. Emanuel referred to our second 
hearing this year. We have had 11 in the last 3 years. We have 
been pretty busy on the topic. And it is symptomatic of members’ 
interest to have some material progress demonstrated that affects 
rates at the consumer level. And whatever that time constraint is, 
that is really one of the issues that I raised at the outset is how 
long is enough time to get an appropriate response. I think Mr. 
Kanjorski’s view in learning of the date of the compact was a bit 
surprised, and I think Mr. Miller’s view basically is that it may be 
too long. And we are trying to be helpful here in saying that we 
can understand the clock is running and progress has been made, 
but we are trying to help speed it up a bit, is really the point. 

And I am sorry, Mr. Sherman. You are recognized. 

Mr. Sherman. Thank you. Mr. Chairman, my own experience is 
shaped by the Northridge earthquakes, since I represent 
Northridge. Some of you will remember that some of our consumers 
were not paid, that our State regulator found it unnecessary to im- 
pose fines on those insurance companies that made voluntary con- 
tributions to his foundation, when this led to that foundation put- 
ting on all these God awful commercials with this guy’s face on 
them telling us that he believed in consumer protection and then 
his unceremonious departure from State government. This illus- 
trates a few things. First, that you need regulation. Second, that 
State regulation doesn’t always work all that well. It also illus- 
trates the fact that whether it is tornadoes in Arkansas or earth- 
quakes in California, when it comes to property and casualty there 
is a special sensitivity to different types of natural disasters, and 
that any regulator in Washington would have to be imbued with 
that sensitivity or defer to the States involved, although I guess we 
ought to have good tornado insurance provisions and rules in Cali- 
fornia notwithstanding the absence of any tornadoes. 

Mr. Bachus brought up the idea that maybe we could have a 
Federal role take place in one area of insurance or another rather 
than try to do the whole package, and I am trying to understand 
what the different pieces might be that could be dealt with more 
or less separately. 

It occurs to me that you have got the chartering of an insurance 
company which invariably involves dechartering them if they abuse 
consumers. You have got rating the solvency of that insurance com- 
pany, which plugs again into their charter. You have got approval 
of different products, and life and annuity being the area where 
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you have the least local input. That is to say, we have earthquakes, 
you have tornadoes, but, you know, we have got heart attacks in 
both States. But you have got product approval, and then finally 
you have got agent regulation. 

Are there other pieces in this puzzle that I haven’t identified? 
Perhaps the Commissioner from Arkansas could tell me if I have 
left something out. 

Mr. Pickens. No, I think you have identified practically all of 
them, and I would refer you to our modernization plan that I think 
in great detail sets out our plan in great detail and, again, address- 
es each and every one of the points. 

Mr. Sherman. Now, as far as agent regulation, I don’t detect any 
push to have the Federal Government take that over, but I am less 
involved in this — I guess I am not supposed to ask the Chairman 
questions — but is there much effort here in our subcommittee to 
get involved in agent regulation, or is it more the company 

Mr. Ose. If the gentleman would yield, I think the principal 
thing is as much uniformity on all fronts as is practicable. Many 
agents now do so multi-state, and the more flexibility we provide — 
the traditional Republican response, the less bureaucracy we can 
have, the better. 

Mr. Sherman. So that is an issue we need to look at. Is there 
general agreement that the life and annuity area is the area where 
there has been the most problems or disadvantages of having to go 
to each of the 50 States to get approval every time somebody comes 
up with some nifty new product to allow investors to avoid income 
taxes by investing in insurance? 

Mr. Pickens. To directly answer your question on that point, the 
pressure I guess from our own State insurance regulators from the 
industry is primarily aimed at the life insurance product approval 
process. 

Mr. Sherman. That includes the annuity process? 

Mr. Pickens. Yes, sir. 

Mr. Sherman. I might add, annuity should be called life insur- 
ance and life insurance should be called death insurance, but I 
never took a marketing course. 

Mr. Pickens. And the wait there. And the other issue is producer 
licensing, speed to market and producer licensing, and I would add 
a third 

Mr. Sherman. Producer licensing, is that agent 

Mr. Pickens. Yes, sir, same thing. That includes agents, brokers 
and all involved, producers. 

And then market conduct reform where we monitor and take ac- 
tion where necessary, the relationship between the insured and the 
insurer, and this goes back a little bit to your question, but you 
mentioned what I would characterize as kind of the politization of 
insurance in California from time to time. I mean, you have had 
some diametrically opposed theories of regulation in California, you 
really have. You have got Prop 103 that, you know, is at least a 
model that some of the nationwide consumer representatives like 
Mr. Hunter point to as being the model. I respectfully disagree 
with him on that point, because it wouldn’t work in my State. But 
what would you have if you had a Federal regulator? The politics 
involved in insurance aren’t going away, because, you know, we all 
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need health insurance, we all need life insurance, we need our auto 
insurance and homeowners. Folks are still going to be mad if their 
rates go up. They are still going to want to call somebody and get 
those problems taken care of. And I think you risk further politi- 
cizing the insurance business, which I think is a bad thing. I think 
that is a bad thing. I think you need to take politics out of regula- 
tion as much as you can. 

Mr. Sherman. On the other hand, the idea of 50 different — doing 
a job 50 different times. Of course, there is not a lot of efficiency 
here in Congress where each of 435 offices does the same thing, but 
the idea that the same product needs to go through 50 different 
processes, as part of government that drives me crazy. 

Mr. Pickens. We agree with you. It shouldn’t have to do that. 

Mr. Sherman. And I was not here earlier, but I gather that the 
idea of this compact, should all the cats be herded, is to go through 
just one process for approving product or 

Mr. Pickens. Yes, sir. We have got a single point of filing up and 
running right now, SERFF, System for Electronic Rate and Form 
Filing. Companies can file electronically. The average turnaround 
time right now through SERFF is 17 days, and we estimate 75,000 
filings coming through that process this year. 

That is currently available to 

Mr. Sherman. So we could just have hearings and pound the 
table and not ever do anything, and then inspire you folks to get 
your act together and be of great service. 

Mr. Ose. And that is the gentleman’s last question. His time is 
expired, too. 

Mr. Pickens. It has proven to be helpful, as the Chairman point- 
ed out, yes, sir. 

Mr. Ose. So you are doing good work, Mr. Sherman. 

Mr. Inslee. 

Mr. Inslee. Thank you. You probably are pretty fortunate to be 
here this week when we had a demonstration of one of the most 
feckless regulatory performances in Federal Government history 
from the SEC. So you have come at the right time to talk about 
this issue. You are a bit fortuitous. 

Our experience in Washington — we have got a great Commis- 
sioner, Mike is doing some great work. He has done great work on 
trying to protect consumers from predatory single-premium credit 
insurance, and it has really been rapacious in some circumstances. 
So we are kind of jealous of protecting that. 

But I want to ask you as far as this effort, what should be the 
first goal of trying to have a more nationally uniform system? And 
what is the most difficult one to achieve that and still maintain 
State charter? That is a broad question. 

Mr. Serio. I suppose the goal is to come up with a system — and 
I think we have — that allows for uniformity across the States, like 
I think we have had based upon an agreement as to what that 
baseline should be and then allowing where a company wants to 
go into a particular jurisdiction and operate in that market, give 
them the most expedient way to operate in that marketplace where 
that marketplace may have some unique rules. 

What has been the concern — and I will let the industry speak for 
itself — hasn’t so much been that there is not uniformity, but there 
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is not even a baseline in most cases between — from one State to 
the next to the next for those that operate on a multi-state plat- 
form. But creating that baseline, creating that foundation of uni- 
formity across the spectrum, and then going to the legislators and 
to the unique needs of New York or Washington or any other State, 
making it as effortless as possible for a company to operate within 
that market, where they clearly know what those specific rules are, 
not wide and varying deviations but those things that are just 
unique to that environment, giving them a pathway to do it in the 
most expeditious manner. 

And that is the thing we have been focusing on in New York be- 
tween leveraging technology, making it easy, transparency of proc- 
ess so that the companies know that they are not going to get ques- 
tions at the end of the day, the so-called desk drawer rules or un- 
written rules of regulation, and all the things that they used to 
complain about with respect to State regulation. 

One of the curiosities in this entire discussion, both today and in 
the previous proceedings, has been that the things they complain 
about today have nothing — are different, and completely different 
than what they complained about 5 years ago. They complain about 
unwritten rules, desk drawer rules, 5 years ago and how they can’t 
understand what is required of them in an individual State. So we 
lay it out, put it on our Web site, tell them follow these rules and 
you will get a product. And to this day, we cannot get the compa- 
nies to follow those rules and get a product. They will not follow 
the rules that we lay out for them, that we will not deviate from, 
and that has been part of the frustration for us. 

But I think the baseline, creating that uniform system of getting 
to product approval, getting to producer licensing, I think is the 
first step, and then we can go and talk about the individual and 
unique needs of the individual States. 

Mr. Inslee. What do you think, from what many in the industry 
would want to achieve, is the most difficult to do without a Federal 
charter? 

Mr. Serio. I think the most difficult thing to do without a Fed- 
eral charter is — from their perspective — I think is that they want 
a rule to apply to all jurisdictions. And that is the challenge that 
I think comes back both to the subcommittee and to the committee 
and to the Congress as a whole: How do you change the rules? Do 
you do it by a matter of process where you simply say, okay, they 
can have a Federal license? Or do you have to affirmatively change 
the rules that they are currently operating under? 

One of the challenges for us has been to work through the dif- 
ferences between the major markets. Florida, California, New York, 
Texas, Illinois have been the biggest market shares in the country, 
and we also happen to have among the strongest and most strin- 
gent rules with respect to this. 

They would say, well, we want to get away from that, and then 
I think the biggest challenge would be how does the Congress then 
say the rule is going to be something less than they are already 
in the major markets where they are operating, and I think that 
is what they are asking for. 

Mr. Inslee. Thank you. 

Mr. Ose. I thank the gentleman. 
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Mr. Royce, do you have questions? 

Mr. Royce. Yes. Thank you, Mr. Chairman. 

I wanted to ask Commissioner Pickens, first of all, in your open- 
ing remarks you mentioned that we should ask our constituents 
what they think about the Federal regulation of insurance, and I 
think that is a good idea. I frequently talk to constituents in my 
district, and they are concerned, because many of them have a very 
difficult time getting new homeowners policies because of excessive 
regulation in California, and major insurance companies just can’t 
do business there right now. And I would ask, what is your solu- 
tion for that regulatory problem in California? 

Mr. Pickens. Good question, Mr. Royce. Tell you what; California 
is a different market than the Arkansas market. I think that is one 
thing to point out. And it is difficult for me to sit here and say 
what would work in California just because it works in my State, 
because you all have particular problems that we don’t; and, again, 
I think that points to one of the strengths of State regulation. 

Californians to date, I mean, California passed Proposition 103. 
It was passed by a majority of the consumers out there, and from 
my standpoint — again, I know there are others, in our organization 
probably, and I know Mr. Germandi would disagree with this, but 
I think Prop 103 has resulted in a distortion of that marketplace, 
and that is a lot of the problem that was — but that is what people 
wanted at that level, and I just don’t know how — if you passed a 
Federal law that is going to make Californians more happy. 

Mr. Royce. Well, let me ask another question of our panel of wit- 
nesses here, and that goes to another aspect of this, and that is the 
fact that in business, firms like to have as much certainty for re- 
turns as possible before they go through the process of investing in 
new products. And in the current regulatory structure, why would 
insurance companies want to allocate capital to develop new prod- 
ucts and then go through the process of hiring more salespeople or 
spend money on marketing if they can’t sell those products on a na- 
tional scale? It seems to me that is fundamental. 

We are asking insurance companies to wait until 2009 for an 
interstate compact. However, they still do not have any guarantees 
that if they show that kind of patience they are going to be re- 
warded in 6 years with the ability to go through and market on 
that. 

And so how is this process helpful for purchasers of insurance 
products, given the time line? 

Mr. Pickens. You mean the 

Mr. Hannon. If I could answer it, having done just from the 
NCSL standpoint, the compact, we did not put any impediment to- 
wards that compact being adopted sooner. We would hope it would. 
We recognize, especially when it comes to annuities — now that the 
market for annuities is recovering after a lull of 2 years, we would 
recognize that people need to have all of the elements that you 
rightfully outlined of certainty and being able to calculate their 
rate of return on investment, et cetera. 

If you have a compact with a central filing, an ability to file at 
one place in product approval, then once gain that approval, sell in 
any of the States that are part of the compact, we feel it would be 
quicker than any other mechanism that could be adopted. 
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Someone estimated that just based I guess on their watching the 
States, it could be as late as 2009. That is not a view I share. I 
think that with an appropriate presentation, with the fact that the 
NAIC, in order to give people a sense of what the compact would 
be like, has established a working committee to come up with pro- 
posed rules, suggested rules, so people can take a look at it and not 
just buy a compact per se, but buy a fully fleshed out entity, some- 
thing like that could be implemented much sooner. 

Mr. Royce. Any other observations? 

Mr. Serio. Mr. Royce, you asked a great question, and I think 
you hit the nail on the head. That is really what we are faced with, 
whether we are talking about homeowners insurance or New York 
commercial liability after 9/11 or earthquake insurance or anything 
else. 

You pretty much have summed it up like this. This is a question 
of how are they going to invest their assets, commit their assets to 
a particular State, when each of those States have differing chal- 
lenges. 

Part of the problem has been that a lot of insurance regulation 
had been built upon what you call rate regulation rather than cost 
regulation. We have said many times over, rate will follow the cost. 
You keep the costs of insurance down and the costs of the risks 
down, the rate will follow. But for many years that had always 
been rate regulation that we are going to keep the rates artificially 
low. Companies say I can’t get enough of return, my capital costs 
too much, so I can’t possibly operate in your jurisdiction. 

I think we have gotten away from that. We have talked about 
competitive rating systems. So long as we keep an eye on the costs, 
unreasonable rules that increase the costs of insurance or the costs 
of covering those risks really is where the focal point should be. 

As you have said, if you keep those costs under control, the cap- 
ital will come in, because the companies are always trying to figure 
out where are they going to invest their assets next. We have a 
rule in New York pertaining to construction that is — that most 
companies won’t even get into, because it is an absolute liability- 
type of standard. I am not saying yea or nay on that issue itself, 
but the answer we got from the companies was how could I pos- 
sibly commit scarce capital to an absolute liability line of insur- 
ance? 

It is a fair question. It has nothing to do with speed to market. 
It has nothing to do with producer licensing, but goes down to the 
very essence of whether a company can and will want to operate, 
whether it is in my State or any other State. 

And that is what this really comes down to. If we make it com- 
petitive and profitable within reason for them, they will come in 
and they will operate in New York or any other State. And that 
is really the bottom line to this. 

Mr. Ose. The gentleman’s time has expired. 

Mr. Royce. Thank you, Mr. Chairman. 

Mr. Ose. Thank you, Mr. Royce. 

Gentlemen, we do appreciate your participation in the hearing 
today. It has been most helpful. Our message is still pretty clear. 
I know we are making progress, but hurry up. Thank you very 
much. 
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I would like to ask our second panel to come up, and while you 
are coming to the witness table, make sort of an unfortunate advi- 
sory. I have been given notice by those managing the process on 
the floor that we can expect a series of votes probably beginning 
shortly after 5 o’clock that will be of some duration. 

My request is — I know this flies in the face of fairness, having 
taken so long with the first panel — is that to the extent practicable, 
that if you can minimize your statement to a goal of perhaps 3 
minutes as opposed to the traditional 5, we can get through every- 
one’s testimony and actually proceed with committee questioning 
before we are interrupted. 

It would be my intent that when the votes are finally announced, 
that the committee would conclude its work, because we are likely 
to be on the floor for about an hour, and I would not want to with- 
hold each of you from your important business for an hour waiting 
on us to come back. 

So with that advisory in mind, let me welcome Mr. John T. Fitts, 
Deputy General Counsel, Progressive Insurance Company. 

Also state that everyone’s written testimony, of course, will be 
made part of the record. And please proceed at your leisure. 

STATEMENT OF JON T. FITTS, DEPUTY GENERAL COUNSEL, 
PROGRESSIVE INSURANCE COMPANY 

Mr. Fitts. Thank you, Mr. Chairman, members of the committee. 
In light of the circumstances, I will certainly try to be brief and di- 
rect you to my written testimony which I think certainly lays out 
the essence of our position. 

I talk to you from the perspective of a national group of compa- 
nies that writes automobile insurance in 48 States. We are collec- 
tively the third largest writer of automobile insurance. We support 
the need for regulatory reform. Our concerns today primarily relate 
to the cost of the variance in State-by-State regulation, our ability 
to get product to market on a timely basis and adequately priced, 
and making the market conduct and financial examination proc- 
esses more efficient. 

If I can leave you with one thought, it is this: that insurance 
companies spend millions and millions of dollars dealing with regu- 
latory and compliance issues, and most of that money is spent deal- 
ing with the variance that we find in State-to-State regulation. And 
so for national companies like Progressive, the notion of uniformity 
and consistency is absolutely appealing. 

So this leads us to the question of can the State regulatory sys- 
tem deliver a uniform national regulatory policy that will help us 
cut costs out of our system and that will help us hold down the 
price of our product? 

And much as we are supportive of State regulation and believe 
that it has a vital role to play in things like solvency and consumer 
protection, believe that it has value in being close to the market- 
place and being able to help to address the periodic stresses that 
come upon our industry, we have great reservations about the abil- 
ity of the State regulatory system to deliver consistency and uni- 
formity on a 50-State basis. And primarily that arises from many 
of the comments that have been made earlier; that in the end, the 
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NAIC or NCOIL or NESL can recommend positions to States, but 
they really do not have the power to force States to adopt them. 

And so we, like other companies, think about whether there are 
Federal solutions to this issue. We are not a proponent of optional 
Federal chartering, nor are we a proponent of federalizing the in- 
surance marketplace, but we do see real opportunity in the use of 
Federal standards, which would preempt the field, not a floor but 
a floor and a ceiling both, which would be interpreted by the Fed- 
eral courts, which would preserve the benefits of State regulation 
but at the same time provide the uniformity and consistency which 
I think will benefit consumers and will benefit our industry. 

We are concerned that if we continue down the current path and 
the NAIC and the States are not successful, in 2 or 3 years there 
may be no stopping an optional Federal charter. It may be the only 
thing that — there may be consensus among at least the larger com- 
panies, the national companies and the regional companies, that 
this is the only approach that will really work. So we would encour- 
age Congress to consider optional Federal standards. 

In our testimony we raise agent and company licensing or pro- 
ducer and company licensing, market conduct and speed to market. 
I think that is a quick rendition of my testimony, and I will re- 
spond to questions later if you have any. 

Mr. Ose. Thank you very much for your courtesy, sir. 

[The prepared statement of John T. Fitts can be found on page 
79 in the appendix.] 

Mr. Ose. Mr. Jaxon A. White, Chairman and CEO, Medmarc In- 
surance Company Group. Welcome, sir. 

STATEMENT OF JAXON A. WHITE, CHAIRMAN AND CEO, 
MEDMARC INSURANCE GROUP 

Mr. White. Good afternoon, Chairman Baker and members of 
the subcommittee. I am the Chairman and CEO of the Medmarc 
Insurance Group. This is a position I have held for the last 19 
years. We are a small insurance company, 60 employees. We will 
have about $75 million in written premium this year. 

My objective in the following comments is designed to educate 
and inform about the lack of uniformity among State regulatory 
mechanisms and how that really impacts a small property and cas- 
ualty insurance company. 

I would like to make some quick points about company licensing, 
rate and form filing and market conduct, because in my view the 
inconsistency of regulatory requirements from State to State is 
more than a distraction. It is a competitive barrier that disadvan- 
tages small insurers much more than large insurers. 

We entered business in 1979 by partnering with a large insurer 
in numerous States. That large insurer issued the policies and they 
dealt with the regulatory compliance matters. For our part, we sup- 
plied that large insurer with underwriting and rating decisions. 
This is sometimes referred to in the industry as a “fronting” rela- 
tionship. 

That business relationship was far from ideal, but it was expe- 
dient, and it was necessary in view of the company licensing laws 
that existed in 1979 and are largely unchanged today. 
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Now, that is a perilous business situation, because we are a mu- 
tual insurance company, and we were wholly dependent on that 
large insurer for the benefit of their State licenses and their will- 
ingness to continue in business with us on a year-to-year basis. To 
become a completely independent company, we had to obtain our 
own licenses in all 50 States and the District of Columbia. 

When we looked at the situation in 1993, it became so obvious 
to us that the State insurance company licensing system was a de 
facto barrier to small property and casualty insurers, and we need- 
ed a nationwide business opportunity, because our policyholders, 
both current and prospective, are found in all 50 States. 

We were looking at a 5-year process to get licensed in all States. 
So we made a very important business decision. We decided that 
the only option for us at that point was to purchase an insurance 
company shell. We spent $3.6 million for the purchase of that shell, 
and that consumed about 10 percent of our net worth in 1995. That 
was necessary because we had to get into the marketplace on a na- 
tional basis, and we understood from the very beginning that we 
have no disagreement with State company licensing laws. It is just 
a matter of are they consistently applied for large and small insur- 
ers alike. 

Subsequent to purchase of that company, we found that we had 
difficulties in filing rates and forms. We use a form of coverage 
known as claims-made. Many insurance departments don’t like 
that form of coverage. So we have had to manage to come up with 
several different variations on that. That makes our pricing, rating 
decisions difficult. It also impacts our profit planning. 

In order to get around that issue, that is, to provide our policy- 
holders where we find them in all 50 States with an option to buy 
coverage from us, we purchased another shell insurance company, 
in this case a surplus lines insurance company, which is then al- 
lowed in all States to have rates and forms without formal filing 
approvals. The purchase price there was $3.5 million. So now we 
are up to $7 million over about a 5-year period in order to acquire 
a national platform. Again, I don’t quarrel against State sov- 
ereignty in insurance company licensing and in rate and form fil- 
ing, but we sell a very unique commercial casualty product, and 
our policyholders are sued in all 50 States, but yet we have to deal 
with company licensing in all 50 States as well as rate and form. 
There is an inconsistency there. 

Finally, I would stress on the market conduct area, we have 
found that there are enormous inconsistencies in market conduct. 
Large States and small States can be quite different in the way 
they approach the issue, and our concern here is that perhaps 
there might be one area — and we are proponents of Federal stand- 
ards — I can’t describe them for you, and I am sure members of the 
company cannot enunciate them right now, but it may well be that 
Federal standards could help us with one principal area to start 
with, market conduct or perhaps with insurance company licensing. 

That is a very quick summary of some written testimony that I 
have supplied to the committee, and I would be happy to respond 
to your questions. 

Mr. Ose. Thank you very much, Mr. White. 
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[The prepared statement of Jaxon A. White can be found on page 
159 in the appendix.] 

Mr. Ose. Mr. William B. Fisher, Vice President and Associate 
General Counsel, Massachusetts Mutual Life Insurance Company. 
Welcome, Mr. Fisher. 

STATEMENT OF WILLIAM B. FISHER, VICE PRESIDENT AND AS- 
SOCIATE GENERAL COUNSEL, MASSACHUSETTS MUTUAL 

LIFE INSURANCE COMPANY 

Mr. Fisher. Thank you, Mr. Chairman and members of the sub- 
committee. I offer my testimony today from the perspective of one 
of the largest life insurers in the country marketing national prod- 
ucts on a nationwide basis. 

Modernization of insurance regulation is one of the most critical 
issues facing both Mass Mutual and the entire life insurance indus- 
try. Increasingly, we compete with competitors who operate under 
far more efficient regulatory systems. The inefficiency and the lack 
of uniformity permeates virtually all aspects of insurance regula- 
tion, with the most pressing concerns being the issues discussed 
earlier. 

Our customers ultimately bear the cost of inefficient regulation. 
When we are not able to offer the latest and least expensive 
version of a product because a State has not approved it, our cus- 
tomers lose. Inefficiency also translates into lost opportunities and 
duplicative effort. 

For 2002 alone, we estimate that we lost up to $60 million in 
sales as measured by premium, due to our inability to bring prod- 
ucts to market in a timely manner. Due to differing State require- 
ments and interpretations, it is common for us to have anywhere 
from 30 to 40 versions of a given product in the States. 

Further, in the past 5 years, Mass Mutual has undergone 14 sep- 
arate State market conduct examinations, which is 13 too many. 

Mass Mutual commends the State regulators and legislators for 
their very good-faith commitment and dedication of extensive effort 
toward regulatory modernization, as evidenced by the original 
NAIC statement of intent in March of 2002 and their more recently 
released action plan. 

The action plan sets forth a very ambitious agenda to modernize 
State insurance regulation. Given the basic nature of a 50-State 
regulatory system, however, we doubt the ability of the States to 
accomplish the comprehensive uniformity and regulatory efficiency 
that is sorely needed. 

In our 50-State system where each State is responsible for pro- 
tecting its residents, there will undoubtedly continue to be dif- 
ferences among the States on how best to accomplish that job, 
thereby undermining the unprecedented collaboration in home 
State deference called for in the action plan. 

The action plan also calls for enactment of legislation in the 
States, which introduces yet another level of political complexity. 
On what is perhaps our most pressing issue, inefficient and dis- 
parate regulation of product, the action plan falls far short of the 
mark, with a goal of only having 30 States by year-end 2008. 

Mass Mutual supports congressional enactment of optional Fed- 
eral charter legislation for insurers. This legislation will provide 
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strong consumer protection by establishment of requirements as 
strong as those found in the States, including adoption of continued 
regulation of life insurance products. Optional Federal charter also 
represents the most immediate and best means of accomplishing 
comprehensive uniformity and efficiency, since it calls for a single 
regulator and a single set of standards for Federally chartered car- 
riers. 

Finally, an optional Federal charter will provide the needed Fed- 
eral insurance regulatory presence in Washington that again was 
discussed earlier. 

I appreciate this opportunity to testify before you. 

Mr. Ose. Thank you very much, Mr. Fisher. 

[The prepared statement of William B. Fisher can be found on 
page 68 in the appendix.] 

Mr. Ose. Next witness is Mr. Tom Ahart, President, Ahart, 
Frinzi & Smith Insurance Agency. Welcome, sir. 

STATEMENT OF TOM AHART, PRESIDENT, AHART, FRINZI AND 
SMITH INSURANCE AGENCY 

Mr. Ahart. Thank you very much. I would first like to say that 
Ron Tubertini was supposed to testify originally as an agent from 
Mississippi. I am a good friend, have worked with him with the tes- 
timony. Unfortunately he couldn’t get out of Mississippi on his 
flight today. They were all canceled. So I was called and drove 
down from New Jersey because I worked with Ronnie on this. So 
the testimony we submitted would be my testimony as well, and I 
will give a summary on that right now. 

I am President of an insurance agency in New Jersey. I am cur- 
rently licensed in seven States, and I think in all of the testimonies 
that I have heard today and in other days, there has really been 
agreement that there have been a couple major problems in the 
current regulation — State regulation. And number one would be 
the licensing issues; number two, the speed-to-market issues. And 
we would agree with that — with everyone else that there are major 
problems right now that need to be addressed. 

I think when I look at the ways they can be handled, I hear peo- 
ple say we could continue to be State regulated or we should shift 
completely to some kind of Federal regulation or optional Federal 
charter, and I would like to talk about both of those for a minute 
and then give my own ideas of the different way. 

First, on maintaining State regulation, I have been — always been 
a big proponent of State regulation, mainly with consumer issues. 
I think being an agent gives us a pretty good perspective to talk 
about these things. I work with insurance companies all the time. 
I know the problems that they get into, the problems that it causes 
us. I know the problems that as agents we have from day to day, 
and I know our consumer problems and what they complain about. 

So I think we have a pretty good perspective, being down in the 
trenches, of exactly what is happening out in the marketplace. And 
I would say that I have worked very closely with the NAIC, and 
I would commend them on their new action plan. However, on one 
side as I commend them, you know, I think they are trying — and 
I think in the last 5 years especially, they have made big improve- 
ments as to where they have come in being able to get some things 
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done; but the fact of the matter is that things like producer licens- 
ing, for instance, they — even though they might have 41 States cur- 
rently complied with Gramm-Leech-Bliley, that doesn’t help me 
with the other 9 States and it also doesn’t help me that on paper 
they are complied with, but yet when I try to get a license it 
doesn’t work quite as easily as they have said. 

So uniformity and reciprocity has been a problem, and my prob- 
lem with some of these issues being solved at the NAIC level is 
that they really don’t have the power to make all the States com- 
ply, so they really can’t guarantee uniformity. And I think, for ex- 
ample, it is an issue that needs to be done anymore with changes 
in the global marketplace, increases in technology. I have a lot of 
insureds that all of a sudden, instead of just having a business in 
New Jersey, they have a sales office in Georgia or in Maryland or 
in Massachusetts or Arizona or wherever it might be, and that is 
not unusual anymore to have that. And as soon as that happens, 
I have to be licensed in every one of those States in order to get 
them the proper coverage for those offices. And what I found is it 
is not nearly as easy as people say. In the last 6 months, as a mat- 
ter of fact, we have had to be licensed in three additional States. 

One State, I can say it worked great. They used the national 
database. We filled out a form on the Internet, and within 2 weeks 
we got our nonresidence license. Another State, it took 6 months 
and was just constant paperwork, constantly sending stuff back to 
us, and our insureds were upset because we couldn’t help them. I 
had to make them get a different agent in a different State which 
they didn’t like. 

So there clearly are problems. I don’t see how the NAIC, no mat- 
ter what kind of plan they came up with, can change that if they 
can’t mandate all their States to act. 

As far as Federal regulation goes, my problem with that is that 
it is complete overkill. In all the issues I have heard, it mainly is 
involved with licensing. It is mainly involved with speed-to-market 
issues. And the problem — and we can correct those problems in 
other ways without changing the whole State regulation system. 
And, you know, it has been mentioned that consumer protection is 
a great big plus for State regulation. Well, why would we go to 
something that is completely unknown in order to change that? 

So Federal regulation it will be — I have worked for 20 years as 
an independent agent and have been very involved in the associa- 
tion, the Independent Insurance Agents and Brokers of America, 
and they have come up with a proposal that I think is a middle- 
ground, pragmatic approach which allows us to keep State regula- 
tion and all the good things that they do; and in those issues that 
can’t be helped by State regulation, like speed-to-market licensing, 
we use Federal legislation, not regulation, but Federal legislation 
to pass laws that would actually create standards that States 
would have to comply with, not minimum standards. 

I mean, some people misconstrue, I think, what the bill is about, 
but it would be actual standards that States would have to comply 
with and it would create uniformity and reciprocity. And that could 
be handled as issues come up on an as-needed basis and not create 
all the problems with having a new Federal bureaucracy that has 
things that is completely unknown. 
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So from our — from my proposal, I would just say that, you know, 
I believe in State regulation; but in those areas where it didn’t 
work, we should use Federal legislation and preempt State laws. 

Mr. Ose. Thank you, Mr. Ahart. 

[The prepared statement of Ronnie Tubertini who was rep- 
resented by Tom Ahart can be found on page 148 in the appendix.] 

Mr. Baker. Our next witness is Mr. Neal S. Wolin, Executive 
Vice President and General Counsel for the Hartford. Welcome, sir. 

STATEMENT OF NEAL S. WOLIN, EXECUTIVE VICE PRESIDENT 
AND GENERAL COUNSEL, THE HARTFORD 

Mr. Wolin. Mr. Chairman, thank you very much. Members of 
the subcommittee, it is a great pleasure to have been asked to pro- 
vide some views on how Congress might reform insurance regula- 
tion. 

As you know, insurance has become a multibillion-dollar indus- 
try, and it is our view that the present structure of regulation adds 
unnecessary costs to insurance products and restricts our ability to 
meet consumer preferences. 

There are really three areas that seem most critical — most criti- 
cally in need of modernization: forms, rates and solvency. 

With respect to forms, insurance companies must file forms for 
each of the product lines for which they seek to operate and in each 
of those jurisdictions in which they seek to operate. And for us as 
a national carrier, that means filing forms in each of the 50 States 
and the District of Columbia. And each of those jurisdictions have 
different standards for form approval. 

For us, for example, on the property and casualty side we file 
5,500 forms a year, and on the life side another 2,500 forms. This 
elaborate process is an enormous burden on us and on the rest of 
our industry, but most importantly, we think has negative effects 
on our ability to serve consumers. 

First of all, consumers ultimately pay the cost of our compliance 
with this regulatory burden. In addition, the complexity of the 
process interferes with our ability to bring new and better products 
to market. 

With respect to rates, the insurance industry is marked by ro- 
bust competition, competition which we think should and can es- 
tablish prices at the most consumer-friendly levels. Government 
price controls often distort the connection between risk and price 
and often ultimately hurt the consumer or lead insurers to with- 
draw from the market. Our view is that price controls should be 
used as a regulatory tool only as a last resort and only after mar- 
ket-based efforts have failed. 

With respect to capital adequacy, addressing rate and form con- 
cerns obviously doesn’t mean ending all regulation. Strict solvency 
regulation is also needed to protect consumers from underpricing 
by companies willing to collect premiums now and avoid paying 
claims later by declaring bankruptcy. When States force companies 
to remain in markets and sell products at artificially low prices, 
companies flounder, State guarantee funds are forced to pick up 
the pieces and pass on costs to consumers, taxpayers and, more 
specifically, to insurance policyholders. 
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Nearly 20 years ago, Mr. Chairman, a predecessor of this com- 
mittee investigated the ability of State regulators to perform the 
twin missions of company solvency and consumer protection. The 
subsequent report and hearings produced headlines on deficiencies 
in both areas. 

Since then, the NAIC and many active individual Commissioners 
have strived in good faith to improve consistency, quality, efficiency 
and speed. Notwithstanding their good faith, however, the actual 
reforms have been too slow in coming. In fact, the NAIC’s new ac- 
tion plan adopted less than 2 months ago echoes many of the initia- 
tives announced and pursued over the past two decades. The plan 
strives for greater standardization and speed, but leaves the State 
structure and its multiplicity of rules still in place. 

At this committee’s initiative, the GAO recently studied efforts of 
the States and the NAIC to streamline and modernize market con- 
duct. The GAO study cautioned that it was uncertain not only 
when, but even whether the NAIC and the States could accomplish 
this goal. We share that concern and believe that any plan which 
lacks uniformity and consistency will not produce the moderniza- 
tion necessary for our consumers. 

The Hartford believes that the solution that best provides value 
to consumers and the economy overall is one that grants national 
insurers the level of Federal oversight offered to other large finan- 
cial institutions. We believe that Congress should develop legisla- 
tion permitting companies the option to be chartered and regulated 
at the Federal level. Policyholders, claimants, and taxpayers will 
all be well served by regulation that is standardized, efficient, and 
time sensitive. 

And the key word here is optional, Mr. Chairman. If some State, 
regional, or national insurers believe that their customers in the 
marketplace will be better served by State regulation, they should 
have that choice. 

Thank you again for the opportunity to appear today, and I 
would be delighted to answer any questions. 

Mr. Baker. Thank you very much, sir. 

[The prepared statement of Neal S. Wolin can be found on page 
164 in the appendix.] 

Mr. Ose. The next participant is Mr. Markham McKnight, Presi- 
dent, Wright and Percy Insurance, but, more importantly, my con- 
stituent. Welcome, Mr. McKnight. Good to see you, sir. Hope you 
are happy and things are well. 

STATEMENT OF MARKHAM McKNIGHT, PRESIDENT, WRIGHT 
AND PERCY INSURANCE 

Mr. McKnight. Things are well. It is good to see you as well. 
Thank you. 

Thank you, Mr. Chairman, for this opportunity and for your hard 
work on these issues. I am President of Wright and Percy Insur- 
ance in Baton Rouge. We are one of the largest insurance broker- 
age firms in Louisiana, providing an array of products to corporate 
individual customers. 

Earlier this year my firm was purchased by BancorpSouth, a 
large financial institution based in Mississippi which currently op- 
erates insurance agencies in three States. This marriage is a reflec- 



48 


tion of the huge consolidation and convergence of the financial 
services industry, not only nationally but internationally as well, 
particularly on the insurance agency brokerage side. 

Today, more than 80 percent of all business insurance premiums 
placed in the country are brokered by 250 firms. There was a time 
when those in my ranks fought bank insurance affiliations, but as 
a result of the reforms that Congress created through Gramm- 
Leach-Bliley, today we are finding we have a more competitive and 
a fair marketplace for the sale of financial products. 

I want to associate my remarks with Mr. Fisher and Mr. Wolin 
with respect to urging you to look toward the dual banking regu- 
latory option as a model for treatment of the insurance industry. 
While no system is perfect, it is clear to almost everyone in the 
banking industry that their system has created a healthy competi- 
tion among regulators and has enabled banks to operate across ju- 
risdictions and introduce products in a far more streamlined way 
than our insurance system. And I don’t believe there is any evi- 
dence to suggest that 90-some-odd regional offices of the OCC are 
any less responsive to consumers than the 50 State-chartered regu- 
lators. 

I believe that it is critical to the long-term viability of the insur- 
ance industry that Congress pass legislation creating the optional 
charter. There is also a more immediate need, though, for forms 
that can’t wait for the resolution of the Federal charter debate. 

NARAB is an excellent template for Federal intervention and has 
had very good results. For decades NAIC has attempted to stream- 
line the agent -broker licensing system with only modest achieve- 
ments, results that were frankly outstripped by the pace of inter- 
state and international convergence. 

The NARAB provisions gave the States 3 years to create licens- 
ing reciprocity and threatened a national license clearinghouse if 
they failed to do so. Many States responded positively to the threat 
of NARAB, and today the majority of the States have passed the 
model producer licensing statute, New York being the latest. Yet 
the NAIC’s testimony here today does not even mention NARAB as 
the reason for these advances. 

Additionally, a Federal court has recently ruled that the 
countersignature laws, one of the last vestiges of protectionism in 
the States, are unconstitutional. 

The task on agent-broker licensing reform is unfinished, and we 
think that the goal should be 50-State reciprocity or uniformity. 
Nine States, including two of the largest, do not have reciprocity. 
Additionally, NARAB only addresses individual licensing and not 
agency licensing. We would encourage you to take the next step to 
that end, and we don’t think this goal can possibly be met without 
Federal intervention. 

There are some other problems that deserve immediate attention 
that could also be stepping stones to the path towards the optional 
charter. Some studies have shown that it can take as much as 2 
years for a new product to be approved for sale on a nationwide 
basis. Banking and security firms by contrast can get a new prod- 
uct into the national marketplace in 30 days or less. 
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Congress should address these problems by establishing some 
sort of NARAB-like incentives to encourage States to bring their 
speed-to-market initiatives into harmony. 

In conclusion, I strongly agree with your statements that Con- 
gress needs to consider short-term and long-term solutions. With 
need State-based reforms. We need continued Federal oversight 
and pressure to reach uniformity in State laws, and we need you 
to continue laying the foundation for an optional Federal charter. 

I urge this subcommittee to begin work now on those reforms 
that are easily attainable in the short term, such as further pro- 
ducer licensing reforms, speed to market, and increased access to 
alternative markets as well as the long-term reforms that may re- 
quire fuller examination and debate before enactment. Thank you. 

Mr. Ose. Thank you very much, Mr. McKnight. 

[The prepared statement of Markham McKnight can be found on 
page 99 in the appendix.] 

Mr. Ose. Thank all of you. That was a stellar performance to 
give those six statements in that record time. For what it is worth 
among the members still here, that scores a few points. 

Let me start with what I consider to be obvious low-hanging op- 
portunities for some improvement. If we are to assume that a new 
Federal building on K Street filled with employees may take a 
while, it seems that NAIC and their compact and NCOIL with its 
models have, at least at the national professional level, adopted 
some platform of enhancements which experts in the field agree 
are responsible. Their difficulty is they cannot unilaterally impose 
those recommendations on their membership, and they are then re- 
liant on State legislatures to act in accordance with those practical 
recommendations. 

If we were to take the models of NCOIL, the elements of the 
compact, put it together in a sack and give a clock by which those 
improvements must be considered adopted at the State level to es- 
tablish basically uniformity without a national charter consider- 
ation, is that a significant enough improvement from the various 
perspectives at the desk to warrant the effort to do that? And I will 
make the obvious caveat. There are some who feel that if we act 
at all, that then the inertia to move further goes away for a while. 

Other members can speak to that, but from my perspective, I 
think this is going to be a continual ongoing effort for some years 
to come. I don’t think we can get a bill done in a short period of 
time that is a universal solution. I do believe we can get to a uni- 
versal solution, but I think we have to demonstrate that the ele- 
ments that many proponents of the national charter indicate can 
be validated by taking progressive steps. 

Now, whoever wants to jump in, please do. Yes, sir. 

Mr. Wolin. Mr. Chairman, it is, clearly, from our perspective, 
not and all-or-nothing question. We have been working with the 
NAIC and will continue to do so on reforms. 

I think that the goals that you have mentioned, the compact and 
other things, are certainly laudable goals, and if implemented as 
expressed would be meaningfully better than the current cir- 
cumstance. 

Having said that, I think that it is going to be a long time in 
coming, some of these things, and even if the Congress were to put 
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a clock on it as you suggest, it still leaves the possibility, maybe 
even the likelihood, that you will have 51 different jurisdictions in- 
terpreting a Federal law in all kinds of ways. 

I would note that for NARAB, for example, 3 years on, we still 
have at least a third of the marketplace not affected, and also a 
number of States still with different rules, slightly different rules, 
but nonetheless creating a burden for those of us who want to oper- 
ate in all of the jurisdictions of the United States. 

So I guess my bottom-line answer is that we would want to con- 
tinue to work with Congress and with your subcommittee, as well 
as with the NAIC and others, but I think we are skeptical that 
those kinds of sort of partial solutions will really get to a place 
where we will be operating with the effectiveness and the efficiency 
on behalf of our customers that we would like to be at. 

Mr. Ose. Mr. Ahart. 

Mr. Ahart. I mean, I would agree, Chairman, with you com- 
pletely, except I would say have no clock. I believe in reciprocity 
and uniformity completely, and I think that it needs to be estab- 
lished where States just have to do it. And, you know, the argu- 
ment that, you know, States are going to interpret it differently or 
anything like that, we have 50 different States right now, and they 
interpret a lot of things differently that the government does. But 
that all gets done, and so I don’t think this would be any different. 

Mr. Ose. Yes, sir. 

Mr. McKnight. I would like to add that — kind of put it back in 
your terms, that if we put all these things in a sack and shook 
them around I would suggest, all due respect to the NAIC, being 
the hard — the NAIC and the hard work and effort that they have 
put in the last several years — nothing has come about with the 
NAIC unless there has been Federal intervention at this point in 
time. 

I would suggest that the compact would be a bottom line, nothing 
more than a confederacy of States, with no one being held account- 
able at any point, place, or time. 

If you want to look at some of the direct issues — and you said 
pinpoint some issues that you would approach — I would approach 
the uniformity and the licensing in the 50 States. That effort very 
frankly — because they have 41 States — that effort is complete by 
the NAIC. It is complete, but it is not a win. Although we have 41 
in compliance, the remaining jurisdictions have a significant per- 
centage of the property casualty premiums out there mainly com- 
ing to California and Florida. 

So the 3-year time period with the incentives that were in place 
with NARAB seem to work pretty well, and I don’t see why there 
couldn’t be a follow-up with like-kind incentives and put a 3-year 
time period on it and push through the reciprocity, address the 
speed-to-market issues by possibly limiting the preapproval sys- 
tems that are in place in the States. And at the same time, I would 
also push for the alternative market solutions. 

Mr. Ose. Well, I appreciate that, and I am tending more toward 
uniformity than just reciprocity. Reciprocity still presents redun- 
dancy problems in meeting this 3-States’ requirement or that 3- 
States’ requirement. I think if we don’t shoot for uniformity, we are 
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going to wind up with a significant remaining hodgepodge at the 
end of the day if we make progress. 

Mr. McKnight. I agree with that a hundred percent. 

Mr. Ose. Mr. Fisher. 

Mr. Fisher. A few comments on that. I worked very hard on the 
interstate compact with the NAIC, and also testified three times 
before Senator Hannon’s committee at the NCSL. I am pretty fa- 
miliar with it. 

I think there are a number of things we have to look at with re- 
spect to the compact. First of all, it is, as Senator Hannon indi- 
cated, a compromise document. That being the case, for example, 
a State may join the compact by enacting legislation, but it still re- 
tains within the right — within its rights within the compact the 
right to opt out of product standards on an individual basis. 

We basically said, okay, we can go along with that on the theory 
that everybody is going to be operating in good faith, and we hope- 
fully will not see too much of that. 

I think a more subtle concern has to do with the provisions of 
the compact that supersede conflicting State law. After a very long 
political process, those provisions were limited only to product con- 
tent requirements, and that seems like it is the logical thing to do, 
but it is very difficult. And the NAIC is seeing this in connection 
with the standards which are being set right now, that it is very 
difficult to discretely excise a piece of State regulation in the prod- 
uct arena away from some of your market conduct laws, because 
the two are very heavily interdependent. 

So there are a number of challenges, but more importantly, I 
think I would just make the observation that from my company’s 
perspective, we are really looking for comprehensive uniformity 
and efficiency of regulation, not on an incremental basis; and in our 
view, the Federal charter is really the only way of getting there in 
an efficient fashion. And we have — I testified 2 years — over 2 years 
ago before this subcommittee, and we are now — what we have is 
a failed CARFRA, an interstate compact that hopefully will be 
passed in the States, but the NAIC says it may only be 30 by the 
end of 2008. 

Mr. Ose. Mr. White. 

Mr. White. In 1981, Mr. Chairman, this Congress passed the 
Products Liability Risk Retention Act. It further strengthened that 
law in 1986, and it did that so that it was a market-based solution, 
that being that one State could then control the fortunes of an en- 
terprise that wanted to sell its products in 50 States. 

There was a certain amount of resistance among State insurance 
Commissioners, but you could see as that process unfolded that 
there was a Federal mandate there, that there was a law in place 
that they could consult, and although the NAIC did a nice job in 
coming up with handbooks and interpretive works, it still was a bit 
of a challenge over time to overcome the State’s right philosophy. 
Yet the Federal Government knew in its full justification that that 
law had a specific purpose to solve a specific market-driven oppor- 
tunity, and many of those organizations exist today and satisfy a 
variety of product needs and consumer needs. And yet they are not 
regulated by 50 States. 

So it is just an illustration I would bring to your attention. 



52 


Mr. Ose. Thank you. 

Mr. Fitts, did you 

Mr. Fitts. Yes. I might as well jump in. Everybody else has com- 
mented. 

As a property casualty company, we really have no opinion on 
the compact. You started out, though, with an example where we 
bundle up a group of NCOIL model acts and we throw them out 
to the States and say you have got X number of years to act on 
these. 

I have a couple of comments about that. I don’t think what you 
are saying is the same as NARAB and NCOIL — excuse me, NARAB 
and GLB. That didn’t work for a couple of reasons, one of which 
you really put your finger on, and that is that it didn’t really press 
the uniformity. And in the end uniformity is where we are ulti- 
mately going to gain the cost gains that are going to be able to 
make us more competitive. 

I am also a little bit concerned about the notion of just wrapping 
together model laws from NCOIL or the NAIC. I think that it 
might make some sense to slow down, for Congress to identify the 
areas which it wants to address and then reengage both regulators, 
consumers, and insurance companies in determining what might be 
the best model, the optimal model, for insurance regulation as op- 
posed to taking something that may have been done 2 or 3 years 
ago, that was never done as a national standard, and give us an 
opportunity to be a part of the deliberative process. 

But I do agree that we need to be careful, to move slowly so 
there are no unintended consequences and so we do this right. 

Mr. Ose. If I may, I am going to recognize Mr. Lucas, and if Mr. 
Shays wants to get in before we have to go vote. 

Mr. Lucas. I will be brief, Mr. Chairman. 

I listened to all the testimony today, and, you know, I can under- 
stand why property and casualty people would want to be held at 
the State level and regulated. I understand that totally. But as 
being in the insurance business for 30 some years and going 
through the frustrations of trying to deal in three States and more 
at times, again, the speed to market was really a major, major 
issue. I can appreciate the fact that the people from the States, you 
know, there are some jurisdiction protections. We understand that 
fully here in Congress about protecting our jurisdictions, but I real- 
ly have a difficult time seeing why the optional Federal charter 
does not work well where people choose to utilize that. 

You know, the consumer wins because, let’s face it, any new ad- 
ditional cost always goes to the bottom line, and in a competitive 
situation — and our insurance companies are all going to be com- 
petitive — who is going to win here? It is going to be the consumer. 
And I think we need to look out for that. 

So I really don’t have any questions other than I am still not con- 
vinced that having the ability for an optional Federal charter, par- 
ticularly for the life companies, isn’t the way to go. Thank you. 

Mr. Ose. Thank you, Mr. Lucas. Mr. Shays. 

Mr. Shays. This is not a hearing that — I only have had 3 hours 
of sleep, given that I was watching elections last night back in my 
district and not liking the results. 
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But I am wrestling with the bottom-line fact that I feel that the 
message is if you really want proper oversight — I mean, in the 
whole hearing — it has got to be done by States, because the Federal 
Government can’t do the oversight. It is going to take a long time 
either way, and I think that it is impossible ultimately to be a com- 
petitive industry if you have got to work with 50 States. 

And so I would like to know how I can see quick action that en- 
ables our companies to be competitive internationally and not hav- 
ing to have so much stupid paperwork throughout the country. I 
mean, it doesn’t make sense to me ultimately. It seems to me like 
it is just a practice that existed for a long time. 

So I understand, you know, as we look at it, three or four Fed- 
eral, a dual system, and all of you would like some Federal action. 
But I guess the question I want to ask is why does it have to be 
this way? Why do we have to have this kind of bait? Why does it 
take so long? Why does it have to be this way in this day and age? 

Mr. McKnight. I don’t think it has to take that long. During the 
first panel’s testimony by Commissioner Pickens, he referred to the 
nationwide filing and how that was going to solve a lot of the prob- 
lems, being able to file at one point and move forward. And while 
those filing efforts may be more efficient, it still does nothing to 
speed the preapproval processes that go on in every State. 

So I agree with your comments in that regard and I don’t think 
that is being properly addressed in the compact that is being put 
forward. I think that does have to — I think that is a stepping stone. 
When you address speed to market, it is a stepping stone to Fed- 
eral chartering. 

Mr. Ahart. I would just like to say that I think there is an easier 
way to do it, and that is to use the Federal laws approach, the Fed- 
eral tools approach, to handle speed-to-market issues. For instance, 
you could have a Federal law where, you know, forms are filed and 
used in 30 days. They are approved after 30 days. If they are 
not 

Mr. Shays. Even under a State-chartered system? 

Mr. Ahart. Yeah, because I think what is happening is you are 
doing Federal laws which the States would have to comply with. 
So right now you have a political system in 50 different States 
where they don’t all listen to the NAIC, and for their own political 
reasons they do certain things, but for the most part the State reg- 
ulation works very well. 

So those areas where it doesn’t work well, like in speed-to-mar- 
ket issues or in licensing for one reason or another, you pass a Fed- 
eral law where they have to comply, and it takes it out of the polit- 
ical arena at the State level. Yet the States could still actually reg- 
ulate it and make sure that it is complied with. 

Mr. Shays. Give me the best argument against that. 

Mr. Fisher. Perhaps I can help there. 

First of all, on the light side at least, a lot of States have those 
so-called “deemer laws” and they have not worked all that well, 
partly because companies are not all that willing to take a so-called 
“deemer approval” if they have not heard from the State within 30 
days. 
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In many cases, the regulators view the deemer approval as not 
being real approvals and feel they can talk to you after the 30 days 
are up. 

I can give you an example for my company and my industry in 
my home State many years ago. Our deemer law has been in effect 
as long as I have been with Mass Mutual, which is over 30 years. 
We had a Commissioner who had a pet peeve on something. 

Mr. Shays. A what? 

Mr. Fisher. A pet peeve. I do not remember what his issue was. 

For a year and a half every product filed was automatically dis- 
approved as being in violation of the law. That was it. No company 
could get any product approved in that State. 

So I am not sure the deemer laws really go far enough, but more 
importantly, they also do not achieve uniformity. They really go to 
the process of filing, not to the substance of the contract. 

Mr. Shays. Yes, sir. 

Mr. Ahart. The filing use was an example; it could be whatever 
the Federal law deemed to be done to be the best law possible. So, 
you know, I would say the one problem with the argument, you 
know, about how it is done in certain States right now is, if you 
had a Federal regulator, which was the State he was talking about, 
and then they disapproved everything for everybody, you would be 
in a lot worst case. There is nothing to show that the Federal regu- 
lator would be any worse or any better than the State regulator, 
so instead of creating another level of Federal bureaucracy, you are 
determining what the best possible solution is and then creating 
uniformity by passing that and making all comply. 

Mr. Shays. Thank you, Mr. Chairman. 

Chairman Baker. Thank you, Mr. Shays. 

Let me make a request for a slightly early Christmas present, 
and let me restate my initial observation and not just the NAIC 
compact, but the NCOIL models that they outlined — even the one 
they hadn’t yet adopted, if that is publicly available. 

You bundle all of that, can each of you from your various per- 
spectives, if you choose to comment, give us something which indi- 
cates where those generally agreed-upon reform principles are defi- 
cient from your perspective? And what other additional reforms 
might you consider if we were to consider within the Congress the 
adoption of a proposal that would have immediate operative effect? 

Take that for what it is. It is a request for you to analyze what 
the State leadership has come up with their offer; and we, as a 
committee, need to understand where that State offer is deficient 
if, in fact, it would be by combining them all. 

It would seem to be in just making a public debate here with 
NAIC and the NCOIL folks, and my question to that panel in fair- 
ness was: Why can’t we do what you recognize nationally instead 
of waiting on the legislative bodies to act voluntarily; and the re- 
sponse wasn’t particularly strong, and I got the response, no Fed- 
eral action was the goal. 

I am suggesting that Federal action might be appropriate, but if 
we use the recommendations the State professional organizations 
have contemplated themselves — if they are, in fact, reasonable — 
that would seem to be persuasive with many members of the com- 
mittee. 
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But I would like to request, you know, by the middle of Decem- 
ber perhaps, you know, take a month, if you could get something 
back to the committee for us to consider as a response to that, it 
might be helpful. And then for those who are advocates of the na- 
tional Federal charter, which I recognize, please give us the rea- 
sons why you think that approach is not responsive. And we’d be 
happy to get that. 

I am reaching no conclusions here. I am just asking for profes- 
sional help to analyze what is out there on the table from the var- 
ious perspectives, to see if we cannot get the committee to come for- 
ward with something in the next session of the Congress, whatever 
that might look like, making no judgments, making no proclama- 
tions. 

I am not suggesting we have a bill. I am just talking to my 
friends in private, so — which, of course, you will read about tomor- 
row. 

And let me express my appreciation to you. We are down to just 
a few minutes remaining on this vote. As I indicated, we have a 
series of votes that will keep us about an hour. I wish we had more 
time; I regret this has happened, but at this time I have to state, 
our committee hearing is now adjourned. 

Thank you, gentlemen. 

[Whereupon, at 5:32 p.m., the subcommittee was adjourned.] 
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November 5, 2003 

Opening Statement by Congressman Paul E. Gillmor 
House Financial Services Committee 

Subcommittee on Capital Markets. Insurance, and Government Sponsored Enterprises 
Hearing entitled. “Reforming Insurance Regulation - Making the Marketplace More 
Competitive for Consumers " 

Thank you, Mr. Chairman, for calling this important bearing. I am very interested to hear 
from our distinguished witnesses, today, on the National Association of Insurance 
Commissioners (NAIC) initiatives to modernize insurance regulation at the state level. 

I look forward to a more detailed discussion of the NAIC’s “A Reinforced Commitment: 
Insurance Regulatory Modernization Action Plan,” and related progress on the issues 
remaining in the insurance industry. In my home state of Ohio, we’re very proud of the 
work our Director of the Ohio Department of Insurance, Ann Womer Benjamin, has done 
to explore modernization of our state structure. 

Accordingly, I also expect a full discussion with our second panel today regarding the 
specific areas of state insurance regulation that the industry feels are most in need of 
modernization, the current progress of reform efforts, and, of course, the possibility of an 
optional federal charter or targeted federal legislation to promote state uniformity. 

Thank you again, Mr. Chairman, for bringing us here this afternoon to continue our 
discussions on reforming insurance regulation and addressing the areas that remain in 
need of reform. 
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RANKING DEMOCRATIC MEMBER PAUL E. KANJORSKI 
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AND GOVERNMENT SPONSORED ENTERPRISES 

HEARING ON REFORMING INSURANCE REGULATION: 
MAKING THE MARKETPLACE MORE COMPETITIVE FOR CONSUMERS 

WEDNESDAY, NOVEMBER 5, 2003 


Mr. Chairman, we meet today for the second time in the 108 th Congress to consider 
insurance issues. Today’s hearing will focus on the latest modernization efforts announced by 
the National Association of Insurance Commissioners and the prospects for achieving state- 
based regulatory reforms. Before we hear from our experts, I believe that it is important to 
review some observations about the insurance industry that I have raised at our previous hearings 
on these matters. 

Insurance, as my colleagues already know, is a product that transfers risk from an 
individual or business to an insurance company. Every single American family has a need for 
some form of insurance, especially products like auto, renters and homeowners insurance. The 
vast majority of these families also has or wants other insurance products like life, health and 
long-term care policies. 

The McCarran-Ferguson Act authorized the states to regulate the insurance business, and 
four years ago this month the Congress reaffirmed this system in approving the law to modernize 
the financial services industry. As a result, each state currently has its own set of statutes and 
rales governing the insurance marketplace. Traditionally, the states have highly regulated the 
insurance industry. Many states, however, have begun to experiment with their regulatory 
models in recent years. 

In the last several sessions of Congress, our Committee has held regular hearings about 
the need for regulatory reform in the insurance industry. During these debates we have heard 
from a variety of viewpoints on the need for reform and the options for achieving it. These 
hearings have also helped to educate us generally about the mechanics of the insurance industry 
and the latest regulatory developments in it. 

As a whole, however, the federal government continues to lag behind in its knowledge of 
insurance issues. As our witness from Mass Mutual will point out later today, the insurance 
business is the only portion of the financial services industry that does not have a regulatory 
presence in Washington. 

At times, this lack of expertise has caused difficulties for us. For example, although 
many Members of Congress had concerns about the insurance industry’s ability to respond to the 
2001 terrorist attacks, they had difficulty in immediately identifying federal experts to advise 
them in these matters. The deficiency of federal knowledge about the insurance industry might 
have also impeded our efforts to adopt expeditiously the terrorism reinsurance backstop law. 

Everyone involved in the debate on the future of insurance regulation agrees on the need 
for reform. From my perspective, promoting competition through fair and effective regulation 
should ultimately result in better and more affordable insurance products for consumers. While I 
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am pleased that the National Association of Insurance Commissioners recently released an action 
plan for pursuing further modernization efforts for regulating the insurance marketplace, this 
proposal was developed three-and-a-half years after the release of its paper calling for the 
efficient, market-regulation of the insurance business. Absent demonstrated advances in these 
state insurance regulatory efforts going forward, the Congress may need to consider altering 
these statutory arrangements through the creation of an optional federal chartering system or the 
adoption of other reforms. 

In closing, Mr. Chairman, I want to commend you for bringing these matters to our 
attention. I believe it important that we learn more about the views of the parties testifying 
before us today and, if necessary, work to further refine and improve the legal structures 
governing our nation’s insurance system. I yield back the balance of my time. 
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Chairman Baker, Members of the Subcommittee, thank you for inviting the 
National Conference of Insurance Legislators (NCOIL) to testify before you today. Fm 
New York State Sen. Neil Breslin. It is my privilege to represent the 300,000 residents of 
the City and County of Albany in the New York Senate where I serve as Ranking 
Minority Member of the Senate Finance and Insurance Committees. 

It is also my privilege to serve as Chairman of NCOIL’s State-Federal Relations 
Committee. 

NCOIL is a non-partisan organization of state legislators whose primary purpose 
is to develop and promote legislation that protects consumers and fosters a vibrant 
insurance industry. 

Many legislators active in NCOIL either chair, or are members of, the committees 
responsible for insurance in their respective legislative houses in states across the 
country. 

As I stated in testimony before Chairman Oxley and the members of the 
Commerce Committee in 2000, NCOIL welcomes the oversight of Congress on insurance 
regulation. We are grateful for the ongoing dialogue with this Committee on efforts to 
improve the state-based system of insurance regulation. 

Since its inception more than 30 years ago, NCOIL has supported state regulation 
of the business of insurance as authorized by Congress in the McCarran-Ferguson Act. 

The states have established a strong record under that authorization. Insurance 
markets have grown and become increasingly competitive in terms of price and products. 
There are more than 3,300 property and casualty insurance companies and over 1 ,800 life 
and health insurance companies now in competition for customers in U.S. insurance 
markets. The insurance industry is one of the most highly regulated industries in the U.S. 
No other industry subject to this degree of regulation offers such a competitive 
environment to American families and businesses. 

At the outset, I would like commend the National Association of Insurance 
Commissioners (NAIC) for their work to improve insurance regulation. The recently 
adopted “A Reinforced Commitment: Insurance Regulatory Modernization Action Plan” 
clearly demonstrates their understanding of the challenges facing insurance regulation in 
the 21 st Century. 

While such pronouncements are laudable, they demand follow-up with real, 
measurable results. And more important, such regulatory improvements need to happen 
without delay. 

NCOIL has identified many of the same goals as priorities for regulatory 
modernization. We have and are developing model laws that would give regulators the 
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proper statutory authority to carry out needed reforms and, at the same time, would 
ensure a level of uniformity that will provide insurers with regulatory certainty. 

Without such statutory underpinnings, interstate agreements or other 
administrative or regulatory reform initiatives will last only as long as those who signed 
them remain in office or until they change their minds. 

State legislators are pleased with the NAIC’s willingness to work together with us 
on regulatory modernization - particularly in the area of market conduct reform - to 
improve insurance regulation for the benefit of consumers and insurers alike. 

In my testimony today, I will report to you on the progress NCOIL has made to 
improve regulation of the insurance marketplace, and our vision for continued 
modernization. 


KEY AREAS OF REFORM 

I am here to say that insurance regulatory modernization is well on its way. 

By the end of this year, NCOIL will have adopted model laws, or passed 
resolutions in support of NAIC model laws, addressing four areas of insurance regulation 
requiring immediate improvement. I would like to take a moment to provide you with a 
brief overview of what NCOIL has done in each of those areas. 

Insurance Producer Licensing 

Reform of the multi-state licensing process for insurance producers had demanded 
immediate action. Under the previous system, it was not uncommon for an insurance 
agent or broker to wait for more than a year to get licensed in all jurisdictions. The delay 
was due in large part to idiosyncratic and outdated state-by-state requirements - 
requirements that did little, if anything, to protect the insurance buyers. 

The states rose to the challenge and enacted insurance producer licensing reform 
legislation, albeit under the threat of a federal takeover of the multi-state licensing 
function as proposed in the National Association of Registered Agents and Brokers 
(NARAB) provision of the GLBA, These reciprocity laws now make it significantly 
easier for producers to receive state licenses. 

Today, the NAIC has certified 41 states as meeting the requirements for producer 
licensing reciprocity under GLBA. I am happy to report that late last month New York 
enacted producer licensing legislation that meets GLBA requirements. We expect the 
NAIC to certify New York as the 42 nd state. 

“Speed-to-Markef ’ for Insurance Products 

Critics of state regulation point to the state-by-state regulatory approval process as 
too slow and too cumbersome, putting insurance carriers on an un-level playing field with 
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other financial service providers. They say il can take two years to win approval of a 
product in all 51 jurisdictions. 

NCOIL has taken a two-pronged approach to improving the insurance product 
approval process. 

First, for the approval of property-casualty products, NCOIL has adopted the 
Property-Casualty Insurance Modernization Act. 

The model law would create a less cumbersome regulatory system and would rely 
on market competition, which many believe would result in lower insurance costs for 
consumers. In essence, the model relies on market forces to regulate rates while 
providing for consumer protection. It contains the essential features of an NCOIL 
commercial lines deregulation model law which more than 20 states have already 
adopted. 

The NCOIL model is a step toward the competitive rating system found in 
Illinois. The NCOIL model offers states an alternative to prior approval mechanisms that 
can stifle innovation and force higher prices upon consumers. 

To date, several states have based their insurance rate modernization initiatives on 
the concepts found in the NCOIL model law. NCOIL is scheduled to review that model 
law at its upcoming Annual Meeting to determine if it could be improved to gain broader 
acceptance in the states during the 2004 legislative sessions. 

Second, for the approval process for life insurance and related products, NCOIL 
worked closely with the NAIC and NCSL on the development of its Interstate Insurance 
Product Regulation Compact. NCOIL has long endorsed the idea of interstate as way of 
making the state-based system of insurance regulation more uniform. It was my privilege 
to recommend the compact approach in testimony to a hearing of the Commerce 
Committee in 2000. 

The Interstate Insurance Product Regulation Compact would develop uniform 
product standards and create a central clearinghouse to receive, review and approve 
products traditionally provided by life insurance companies. 

It would bring greater uniformity, efficiency, and speed to the insurance product 
approval process. 

NCOIL earlier this year adopted a resolution supporting the Compact and is 
encouraging the states to consider it during the 2004 legislative sessions. 


Company Licensing 

The process for companies to obtain a new license to do business in a state, or to 
re-domesticate to another state continues as a problem in search of a solution. In 
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response to that problem, NCOIL adopted in July of 2002 the Company Licensing 
Modernization Model Act. The model act can promote consistency among the 50 states 
in licensing insurance companies by using common licensing requirements, forms, and 
procedures found in the NAIC Uniform Certificate of Authority Application (UCAA). 

The NAIC has made good progress streamlining and simplifying company 
licensure through its Accelerated Licensure Evaluation and Review Techniques (ALERT) 
program. However, state-specific deviations still remain. State enactment of the NCOIL 
company licensing model will bring greater uniformity to company licensing. NCOIL 
will be working with the states toward enactment of the model act in 2004. 


Market Conduct Regulation 

As NCOIL Past President Rep. Terry Parke (IL) testified in May of this year 
before the Oversight and Investigations Subcommittee, problems with the current market 
conduct regulatory system are glaring. Rep. Parke based his statement on a four-year 
examination of market conduct regulation by NCOIL and the Insurance Legislators 
Foundation (ILF), NCOIL’s educational and research arm. 

That examination produced two comprehensive reports entitled: "Insurance 
Market Conduct Examination: Public Policy Review , " released in 2000, and "The Path to 
Reform — The Evolution of Market Conduct Surveillance Regulation, " released in May of 
this year. 

The earlier study found, among other things, wide disagreement regarding the 
purpose of market conduct examinations, especially as to whether such examinations 
should focus on general business practices or only on specific violations of law. The 
same study found little coordination of market conduct examinations by states, leading to 
widespread and wasteful redundancies. The more recent study affirmed that the focus of 
market conduct regulation, particularly examinations, should be to prevent and remedy 
unfair practices that have a substantial adverse impact on consumers, not to identify 
inadvertent and minor violations. 

The findings of the two NCOIL/ILF reports are consistent with state market 
conduct regulation problems found in the recent U.S. General Accounting Office (GAO) 
report entitled: " Insurance Regulation - Common Standards and Improved Coordination 
Needed to Strengthen Market Regulation. " As you are aware, the GAO report 
recommended: 

“...that the NAIC and the states give increased priority to indemnifying and a 
common set of standards for a uniform market oversight program that includes all 
states. These standards should include procedures for conducting market analysis 
and coordinating market conduct examinations. Further, NAIC needs to establish 
a mechanism to encourage state legislatures and insurance departments to adopt 
and implement standards.” 
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NCOIL recognized that the development of a model law was the best mechanism 
to address the market conduct regulation problem. In August of this year, NCOIL formed 
a Market Conduct Regulation Task Force charged with drafting such a model law. After 
its formation, the Task Force set an aggressive timetable for adoption of the model act. 

I am happy to report that NCOIL will consider a Market Conduct Surveillance 
Model Act when it convenes its Annual Meeting later this month in Santa Fe, New 
Mexico. That model act would provide a statutory framework for market conduct 
regulation, and that would 

• Create a regulatory continuum ranging from market analysis to full-blown market 
conduct examinations 

• Provide for the possibility of domestic deference for market conduct regulation 
activities 

• Establish uniform examination procedures 

• Require coordination of states’ market conduct activities through NAIC databases 
and initiatives 

• Require a periodic dialogue between regulators and insurers regarding new 
statutory and regulatory requirements 

Once the model law is adopted by NCOIL and enacted by the states, market 
conduct regulation will provide consumers with a greater level of protection than they 
have today. Market conduct regulation will no longer consist of a “dragnet approach” to 
uncover problems and violations. Rather, marketplace analysis and targeted 
examinations will ensure that industry practices that cause the greatest harm to consumers 
will be identified and corrected. 

The new market conduct regime would place the onus for compliance in large 
part on individual insurers. Regulators would expect a “culture of compliance” to emerge 
within insurance companies. Regulators’ resources and expertise would be used more 
efficiently through interstate collaboration and coordination. 


CONCLUSION 

It is no coincidence that over the past three years NCOIL has re-doubled its 
efforts to bring about real and measurable improvements to insurance regulation. State 
legislators are acutely aware of the forces at work to create an optional federal charter for 
insurance companies. Our heads are not in the sand. We understand that political and 
marketplace realities demand that we improve state regulation. We understand that the 
status quo is not an option. 

In previous testimony before this Subcommittee, NCOIL articulated its 
unwavering opposition to any encroachment on state insurance regulation. Our position 
has not changed. While not perfect, the state system of insurance regulation has worked, 
and worked exceedingly well for 130 years. NCOIL strongly believes the creation of a 
new federal bureaucracy would be unwise, and most likely harmful to insurance buyers. 


6 



67 


State legislators know that more work needs to be done, and we will get it done. 
State legislators and state regulators are working together to create uniformity in the key 
areas of insurance regulation. 

NCOIL welcomes the attention that you, Chairman Oxley, and other members 
have given to the issue of insurance regulation. There is no question that your focus has 
expedited the pace of reform. I would be a happy to answer your questions. 
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Mr. Chairman and Members of the Subcommittee, 

I am William B. Fisher, Vice President and Associate General Counsel, for Massachusetts 
Mutual Life Insurance Company (“MassMutual”) based in Springfield, Massachusetts. 
MassMutual was founded in 185 1 and conducts business in all 50 states, the District of Columbia 
and Puerto Rico. We are one of the largest life insurers in the United States and are one of only a 
handful of companies in our industry holding the highest possible financial strength ratings from 
Standard & Poor’s, Fitch Ratings and A.M. Best. MassMutual is the parent company of a global, 
diversified financial services organization that operates under the name, MassMutual Financial 
Group. The member companies of the of the MassMutual Financial Group, which include 
Oppenheimer Funds, Inc., serve more than 10 million clients, have over $240 billion in assets 
under management as of December 31, 2002, and offer a broad-based portfolio of financial 
products and services including life insurance, annuities, disability income insurance, long term 
care insurance, retirement planning products, structured settlement annuities, mutual funds, 
money management and trust services. 

I appreciate this opportunity to appear before you today on the subject of regulatory 
modernization for the insurance industry. We applaud the Chairman’s and Subcommittee’s 
continuing interest in modernization of insurance regulation, since it is one of the most critical 
issues facing both MassMutual and the entire insurance industry. 

My testimony will cover the challenges facing an insurer within the current regulatory structure, 
our view of the status of current modernization efforts, and our support for enactment of optional 
Federal insurance charter legislation. At the outset, I note that my testimony is provided from 
the perspective of a life insurer that offers life insurance, annuities, disability income insurance 
and long term insurance. MassMutual does not issue property and casualty insurance. Many of 
the concerns with the current state of insurance regulation are common for all segments of the 
insurance industry. In some respects, however, there are differences in the concerns of life 
insurers and property and casualty insurers due to differences in their respective product lines 
and associated regulatory requirements. My remarks will be limited to the life industry issues. 

Current Environmental Challenges. 

The need for modernization of insurance regulation is well established and acknowledged in 
virtually all quarters. Over the past few years, this Subcommittee has held a series of hearings 
on various aspects of insurance regulation, including the inefficiencies and lack of uniformity in 
product regulation, producer licensing, and market conduct regulation. From MassMutual’s 
perspective, these are the areas of regulation most in need of reform. However, I should also 
note that the underlying lack of uniformity and efficiency is systemic and permeates virtually all 
aspects of insurance regulation, albeit in many cases to a lesser extent. 

The regulatory community, as represented by the National Association of Insurance 
Commissioners (“NAIC”), readily acknowledges the need for modernization and efficiency of 
state insurance regulation. In March of 2000 the NAIC released its Statement of Intent affirming 
its commitment to the goal of protecting insurance consumers as well as the need for efficient, 
market-oriented regulation of the business of insurance. More recently, in September of this year 
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the NAIC adopted its Reinforced Commitment: Insurance Regulatory Modem Action Plan 
which sets forth its blueprint and timing for implementation of regulatory modernization. 

For a life insurer, such as MassMutual, that markets national products on a nationwide basis, the 
lack of a comprehensive, uniform and efficient regulatory system is more than a matter of 
frustration. Simply put, it translates into both a disservice to our customers and a competitive 
disadvantage for the company. 

Our customers ultimately bear the cost of our having to comply with the duplicative and often 
conflicting state requirements. In addition, our inability to bring new products to market in a 
timely manner means that our customers do not have access to these products as rapidly as they 
should. New products typically incorporate the new features that benefit consumers. They also 
typically cost less than predecessor products, as is illustrated by the steady industry wide decline 
in the cost of life insurance over a long period of years. 

Increasingly, life insurers compete with non-insurance financial institutions, such as banks and 
mutual funds. At one time life insurers competed only with each other, and the burden of any 
regulatory inefficiencies was borne by all. The environment has changed dramatically in recent 
years. Financial services integration and modernization is occurring throughout the insurance 
and financial services sector. For life insurance, consumers have a choice of buying a cash value 
product from a life insurer or buying term life insurance and investing the difference with a non- 
insurance competitor. More importantly, the product mix offered by life insurers has changed. 
Retirement security products and variable contracts have become an increasingly significant 
element of life insurers’ product offerings in order to meet the needs of the marketplace. 

Industry statistics developed by the American Council of Life Insurers illustrate this point. A 
generation ago, the average life insurer took in almost 90 percent of its premiums from the sale 
of life insurance, compared to only 13 percent from annuities. Today, those numbers are almost 
completely reversed, with 70 percent of premium receipts coming from annuities compared to 
only 30 percent from life insurance products. Today, life insurers administer over $1.8 trillion in 
retirement plan assets, amounting to over 25 percent of the private retirement plan assets under 
management in the United States. 

Our non-insurance competitors are subject to regulatory systems that are far more efficient than 
our current fifty-state insurance regulatory structure. The resulting competitive disadvantage for 
life insurers is amply demonstrated in a number of ways. Our greatest concern is with the 
current system of product regulation. Our competitors in other segments of the financial services 
industry are able to introduce new products nationally in a very short time frame and typically 
are able to obtain any requisite regulatory approvals from a single regulator. In contrast, a life 
insurer’s products generally are subject to state-by-state prior approval in all jurisdictions in 
which the insurer does business. This is a very time-consuming process that, in the case of 
MassMutual, can take anywhere from one to one and a half years to complete, depending upon 
the product involved. In addition, the product approval process also involves application of 
differing state laws and, even when the laws are uniform, widely divergent state standards, 
interpretations and requirements are often applied to identical products. 
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The result is lost opportunities and unnecessary dedication of resources, and MassMutual’s 
experience demonstrates this point. In June of 2001 I had the opportunity to testify before this 
Subcommittee on the need for modernization of the product approval system. At that time I 
stated that MassMutual estimated a loss of at least $80 million in sales (measured by premium) 
during the prior year due to inability to bring products to market on a timely basis. We recently 
updated this estimate. For 2002 alone we estimate that we lost up to $60 million in sales 
(measured by premium) due to the inability to bring our products to market within 60 days of 
filing with our regulators. While the updated estimate reflects some improvement, it also 
demonstrates the continued need for regulatory reform. The lack of uniformity in product 
regulation is also a serious problem. On a product-by-product basis, it is common for us to have 
anywhere from 30 to 40 versions of a single product due to variations in state laws and 
requirements. For one product, we have 48 versions. Imagine the issues this Subcommittee 
would be dealing with if mutual funds, securities and bank products were required by state laws 
to be customized on a state-by-state basis. 

The current inefficiencies are not limited to product approvals. A national life insurer is subject 
to the market conduct requirements of every state in which it does business. Although in many 
respects the market conduct laws of the states are similar, substantial differences exist among the 
states in other areas, such as mandated disclosures, replacement requirements, complaint notices, 
and interest on death proceeds requirements. In addition, the process for conducting market 
conduct examinations has not been coordinated among the states and has resulted in duplicative 
examinations, the associated unnecessary expense, and sometimes substantially differing 
findings. By way of example, in the past five years, MassMutual has undergone 14 separate 
state market conduct examinations. The average duration of these examinations from initiation 
to issuance of the final report generally ranges from six to twelve months, and the examinations 
often involve on-site reviews lasting 90 days. 

The Gramm-Leach-Bliley Act of 1999 (“GLBA”) provided for federal control of producer 
licensing if fewer than 29 states adopted a uniform or reciprocal producer licensing system by 
November 2002 . While the states surpassed this number with ease and 50 jurisdictions have 
adopted laws designed to satisfy the requirements of GLBA, the result has been a reciprocal 
licensing system as opposed to a uniform licensing system. While today’s producer licensing 
system is more efficient than that which existed in 1999, insurers such as MassMutual continue 
to devote resources to comply with licensing requirements that unnecessarily vary among the 
states. For example, several states maintain appointment, continuing education, fingerprint, and 
bonding requirements that differ from others. With regard to producer appointments, before a 
licensed producer may market the products of a particular insurer, the insurer must first process 
an “appointment” with the insurance department of each state in which a producer is licensed 
and will market its products. The effective date of these appointments still varies widely among 
the states. Some states require an insurer to submit an appointment request and wait for a 
response that will inform the insurer of the effective date of a particular appointment; other states 
make the appointment effective on the date it is submitted electronically; still other states permit 
insurers to pick the date the appointment will be effective. While these variations have been the 
subject of much debate at the NAIC and efforts continue to resolve them, the result of reciprocity 
rather than uniformity has resulted in the need for insurers to maintain costly systems and 
experience needless delays to respond to state specific requirements. In short, while the threat of 
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federal control prompted marked improvement in producer licensing from an insurer perspective, 
the improvement falls short of the uniformity that is required to achieve regulatory efficiency. 

Current Modernization Efforts. 


Since the NAIC’s original Statement of Intent in March of 2000, state insurance regulators have 
dedicated extensive commitment and resources to reforming state insurance regulation. The 
NAIC’s recently released Reinforced Commitment: Insurance Regulatory Modernization Action 
Plan outlines the actions taken thus far for the system as a whole. In addition, some states have 
worked diligently to initiate reforms within their respective jurisdictions, such as creation of 
product filing and approval checklists. 

While most of the activity thus far has been in the state insurance regulatory community, there 
has also been activity in state legislatures. Since the passage of the NARAB provisions of 
GLBA, 50 jurisdictions (including one major state in the past few weeks) have passed the 
NAIC’s Producer Licensing Model Act. As currently implemented, this Act provides for 
reciprocity among states relative to non-resident producer licensing. At the national level 
NCOIL is working on development of its Market Conduct Surveillance Model Law that would 
establish a market conduct analysis and examination legislative framework to provide greater 
efficiency in market conduct regulation and examination processes. The NA1C is an active 
participant in the NCOIL process. Finally, the NAIC has adopted Interstate Insurance Product 
Regulation Compact model legislation that has been endorsed by both the NCSL and NCOIL. 

MassMutual has supported and will continue to support all of these efforts toward modernization 
of insurance regulation. Our support is more than just words, since we have actively participated 
in a number of these efforts. For example, I personally have been a lead industry voice working 
with the NAIC and NCSL on development of the Interstate Compact legislation. More recently I 
and others at MassMutual have been actively involved in the NAIC’s development of sample 
product standards for the Interstate Compact. The NAIC is developing these standards largely 
for the purpose of showing legislatures considering passage of the Interstate Compact what the 
product standards might look like. In all likelihood, the product standards developed by the 
NAIC will serve as the basis for the final standards adopted by the Interstate Compact 
Commission when the Compact becomes operational. 

MassMutual has no doubt about the good faith and commitment of the states toward 
modernization of insurance regulation. Given the basic nature of a fifty-state regulatory system 
and the accompanying political and other challenges, however, we are concerned about the 
ability of the states to achieve the comprehensive unifonnity and regulatory efficiency that is 
sorely needed. Our reasons are several fold. 

First, within a fifty-state regulatory system the primary responsibility of each state insurance 
regulator is to protect the residents of that state. To the extent that consistent application of 
uniform laws and standards is recognized by state officials as fulfilling this responsibility, the 
current system of regulation would achieve uniform and efficient regulation. As a practical 
matter, however, there have been and undoubtedly will continue to be differences in policy. 
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opinion and processes among the states on how best to protect consumers. These continuing 
differences defeat the efforts to achieve the goal of true regulatory modernization. 

A recent development illustrates this point. Several years ago the NAIC developed an electronic 
filing system for insurance products known as System for Electronic Rate and Form Filing 
(SERFF). SERFF offers a one-stop, single point of electronic filing and is becoming 
increasingly available to and utilized by insurance companies. The NAIC’s recently released 
Reinforced Commitment: Insurance Regulatory Modernization Action Plan establishes the goal 
of insurance departments to be able to receive product filings through SERFF for all major lines 
and product types by December of 2003. Notwithstanding the common acceptance of SERFF by 
both regulators and industry, in July of this year one major state adopted a regulation requiring 
all filings to be submitted through a totally different electronic filing system. 

Second, regulatory efficiency in a 50 state system assumes a very high level of cooperation and 
interdependence among regulators. Assuming uniformity of the underlying laws and regulatory 
requirements to be enforced, achieving this cooperation and interdependence is conceptually 
possible. The fifty state regulatory system, however, almost necessarily involves differing legal 
requirements, which seemingly will inhibit the ability of regulators to achieve the necessary 
cooperation and interdependence. 

An illustration of this concern is the NAIC’s action plan for regulatory modernization, the 
Reinforced Commitment , which relies heavily upon deference by insurance regulators to the 
home state regulator. For example, insurance producers would be required to satisfy only their 
home state pre-licensing education and continuing education requirements. Similarly, in the 
market regulation arena reliance is placed upon the home state regulator of a “nationally 
significant” company to produce a market regulatory profile for that company and to conduct 
market conduct examinations of those companies. Non-home state regulators would not be 
permitted to conduct a market conduct examination in the absence of a specific reason that 
requires a targeted market conduct examination by that state. Whether the requisite level of 
deference will be achieved remains to be seen, since the Action Plan does not envision changes 
to the substantive market conduct standards that vary from state-to-state in areas such as 
advertising, disclosures, and replacement requirements. The varying state requirements place an 
inherent limitation on the ability of one state to rely upon another state’s market conduct 
examinations, and state regulators cannot delegate to another state the responsibility of enforcing 
their own state’s laws. 

Finally, uniformity within a fifty state system will require more than action by regulators. In 
many cases, such as product regulation, legislation will be required to eliminate the more 
problematic differences in state requirements. The need for legislation introduces another level 
of complexity, both substantive and political. 

The NAIC affirmed the need to improve regulatory efficiency in March of 2000. Today, more 
than three years later, the NAIC, again to its credit, is recommitting itself to the goal of 
regulatory efficiency, but this time with an explicit goal of year-end 2008— more than five years 
from now and the goal is partial uniformity. Aside from concerns about the extent of progress 
achieved to date, the extended period of time of five years to achieve partial uniformity is of 
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concern. Business activity often moves at a faster pace than does regulatory or legislative 
activity. That said, we need to state plainly—full uniformity is needed today. 

Product Regulation - A Case Study. 

The current status of life insurance product regulation reform efforts provides a good case study 
of our concerns about the prospect for complete success in modernizing state regulation. 

When I testified before this Subcommittee in June of 2001 on the need for modernization of the 
insurance product approval system, the NAIC had just launched a pilot project involving ten 
states known as the “Coordinated Advertising, Rate and Form Review Authority” (“CARFRA”). 
CARFRA was designed to provide insurers with a single point of product filing. Although 
products filed with CARFRA would be reviewed using newly developed national product 
standards, participating states had the ability to retain their own state-specific product 
requirements. Unfortunately CARFRA has not been a success, primarily because it did not 
address the underlying problem of a lack of uniform state laws. By its nature, CARFRA must 
operate within the constraints of the existing legal structure, where deviations in product content 
exist state-by-state. 

In order to address the uniformity problem, in March of 2002 the NAIC initiated work on 
developing its Interstate Insurance Product Regulation Compact model legislation. That effort 
was completed in July of 2003 with the NAIC’s adoption of the Interstate Compact model. The 
Interstate Compact has also been endorsed by the National Conference of Insurance Legislators 
and the National Conference of State Legislatures. 

The Interstate Compact would provide a single point of filing and approval for life insurance, 
annuities, disability income insurance and long term care insurance. Approval of a product filing 
by the Compact Commission would enable an insurer to issue the approved product in all states 
which participate in the Interstate Compact. 

The Interstate Compact addresses the lack of uniformity problem by authorizing the Compact 
Commission to establish product standards for filings made with the Compact. These standards 
would be established through a regulatory process provided for in the Interstate Compact 
legislation. A participating state may opt out of a Compact product standard by legislation or by 
regulation. In the case of an opt out by regulation, the state Insurance Commissioner must make 
certain specific findings of fact and conclusions of law and determine that the Compact product 
standard does not reasonably protect the citizens of that state. In the absence of an opt out, the 
Compact product standard is binding upon each participating state and, subject to certain 
exceptions supersedes the individual state law applicable to the content and approval of the 
product covered by the Compact standard. 

By its terms the Interstate Compact becomes operational only after 26 states, or states 
representing 40% of the national business as measured by premium volume, become 
participating states. Passage of the Interstate Compact legislation in a state will be required 
before that state can participate in the Compact. 
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MassMutual supports the Interstate Compact, but also sees a very uncertain prognosis for its 
success in the future. At the NAIC there has been broad-based support for the Interstate Compact 
by most, but not all, state insurance regulators. At this point, the depth of this support is not 
entirely clear in terms of the commitment of each state insurance regulator actively to seek 
passage of the Interstate Compact in the legislature of the applicable state. The level of regulator 
support may depend in part upon the nature of the product standards to be developed for the 
Interstate Compact. As noted previously, the NAIC is currently working diligently to develop 
sample national product standards in connection with the Interstate Compact. Several large 
states, however, reportedly are engaging in an effort separate from the NAIC to develop product 
standards for the Interstate Compact. 

Even assuming full regulatory support for the Interstate Compact, its passage by each state 
legislature is not clear. Passage of the Interstate Compact constitutes a significant delegation of 
regulatory authority to a multi-state entity, and there will undoubtedly be political opposition on 
a state-by-state basis to passage of the Interstate Compact. 

The NAIC’s Reinforced Commitment seemingly recognizes these obstacles to making the 
Interstate Compact a success. The stated intent in that document is to have the Compact 
operational in at least thirty states or states representing 60% of the national premium volume for 
the products involved by year-end 2008. Even if this goal is achieved, it would all far short of 
achieving comprehensive, uniform and efficient product regulation. 

Optional Federal Charter Is Needed. 

Although the product regulation, market conduct and producer licensing issues are of the greatest 
concern to MassMutual, the need for regulatory modernization is more extensive. Insurance 
regulation covers a broad array of other issues, such as insurer solvency (e.g. reserves, risk based 
capital, valuation actuary opinions, accounting standards, investment requirements), company 
licensing, holding company requirements (e.g. registration statement filings, material 
transactions among affiliates, oversight of mergers and acquisitions), oversight of changes in 
corporate form (e.g. demutualization), redomestication laws, and underwriting and insurable 
interest requirements. Depending upon the area of regulation involved, the state requirements 
range from almost total uniformity to greatly differing standards. These areas should not be left 
out of any regulatory modernization solutions. 

As noted above, MassMutual remains committed to working with the NAIC and the states to 
achieve regulatory modernization, but we harbor doubts about the ability of the state system to 
achieve fully the necessary modernization. Even assuming comprehensive modernization is 
achievable at the state level, all indications are that successful completion of this effort will be an 
extended process. Simply put, a life insurer such as MassMutual that is facing increased 
competitive pressures does not have the luxury of waiting to see how successful the state 
modernization efforts will be. 

For those reasons, we support Congressional enactment of Optional Federal Charter legislation 
for insurers. The Optional Federal Charter concept also enjoys broad support across the entire 
life insurer industry. The system we envision is similar to the banking regulatory structure under 
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which banks have the option of being chartered at either the Federal or state level. The key 
attributes of the Optional Federal Charter system that we envision are as follows: 

Consumer Protection . The purpose of any insurance regulatory system is to provide 
strong protection for the consumer, and there is no doubt that consumer protection can be 
fully achieved under an Optional Federal Charter. A Federally chartered insurer would be 
subject to the jurisdiction of a strong Federal insurance regulator. 

MassMutual supports enactment of an Optional Federal Charter law that incorporates the 
same strong level of legislative and regulatory standards as are currently found in state 
insurance regulation. These standards include strict requirements for insurer licensing; 
insurer solvency; market conduct including sales and marketing practices; oversight of 
corporate transactions including mergers and acquisitions; and product administration 
including claim administration and complaint handling. We support legislation that 
continues product regulation for life insurance, annuities, disability income insurance and 
long term care insurance, utilizing substantive standards of the same strictness as are 
found in the states today. 

Uniformity and Efficiency . Since an Optional Federal Charter provides a single point of 
insurance regulation for federally chartered insurers, by definition it provides a 
comprehensive system of uniform national regulation for products, agent licensing, 
market conduct and other regulatory activities and requirements associated with a 
Federally chartered insurer. No other solution could provide the same level of 
comprehensive uniformity, particularly if only certain areas of regulation are targeted for 
modernization. In terms of efficiency, the single regulator system embodied in Optional 
Federal Charter also offers the best solution for avoiding duplicative requirements and 
duplicative efforts. 

Washington Presence . The life insurance industry is an important element of the Nation’s 
economy. According to industry statistics, fifty-seven percent of the industry’s assets — 

$2 trillion — is held in long-term bonds, mortgages, real estate and other long-term 
investments. The industry ranks fourth among institutional sources of funds, supplying 
9% of the total capital and financial markets, or $3.4 trillion. Investments include: $417 
billion in Federal, state and local government bonds, $251 billion in mortgage loans; $1 .2 
trillion in long-term U.S. corporate bonds; and $791 billion in corporate stocks. In 2002, 
life insurers invested more than $304 billion in new net funds in the Nation’s economy. 

Notwithstanding this economic presence, the insurance industry is the only segment of 
the financial services industry that does not have a regulatory presence in Washington. 
The importance of a Washington presence on insurance issues cannot be underestimated. 
A Federal insurance regulator will serve as an important and expert resource on insurance 
issues for Congress and the Administration at both the national and international levels. 
The need for such a presence is becoming increasingly evident as the Federal 
Government becomes more involved with the insurance industry. Last year Congress 
enacted the Terrorism Risk insurance Act of 2002. The Patriot Act applies to insurers, 
and the Treasury Department is in the process of adopting implementing regulations for 
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the insurance and is exploring with state insurance regulators the possibility of having 
those state regulators examine insurers for compliance with the Patriot Act, In addition, 
Title V of the Gramm-Leach-Bliley Act calls for privacy regulation of the financial 
services industry by the functional regulators. In the case of insurance the functional 
regulators are the state insurance regulators, and the result is a relatively inefficient, 
multi-state implementation of the Federal privacy requirements. Any changes to the 
notice or other privacy requirements under Gramm-Leach-Bliley would require action by 
the states. 

Opponents of an Optional Federal Charter for insurance companies have raised a number of 
concerns. For the reasons set forth below, we do not agree that those concerns have merit. 

State Tax Revenues Will Not Be Lost. Currently life insurance companies pay taxes to the states 
in the form of a tax on premiums received. A primary argument of Optional Federal Charter 
opponents is that enactment of Federal charter legislation will result in elimination of Federally 
chartered insurers’ obligation to pay these taxes either at the outset or at least after some period 
of time. This concern is unfounded for several reasons. 

First, MassMutual and the entire life insurance industry support the continuing imposition of 
these taxes on Federally chartered insurers to the same extent that they are levied upon state 
chartered insurers. This position is evident in the industry draft Optional Federal Charter 
proposals that MassMutual has seen, which expressly provide for the continued obligation of 
Federally chartered insurers to pay these taxes. 

Second, elimination of this tax obligation would require an Act of Congress, and we cannot 
conceive of Congress taking such acUon. One apparent underlying theory for such action is that 
Congress would be motivated to repeal the provisions subjecting Federally chartered insurers to 
state premium tax obligations in order to divert those tax revenues to Federal Government 
coffers. Given the longstanding precedent of having other federally chartered institutions, such 
banks and thrifts, pay state taxes, it makes no sense that Congress would treat the insurance 
industry any differently. 

Regulatory Arbitrage Will Not Result. Some fear that Optional Federal Chatter will lead to a 
regulatory “race to the bottom”. Under this theory, regulators will compete to have the least 
stringent regulation, in order to woo insurers to their regulatory system. Through the ability to 
change charters at will, insurers will naturally migrate to whatever jurisdiction has the most 
relaxed regulation at the time. 

This argument is premised on several erroneous concepts. One is that enactment of a Federal 
Charter option will somehow create a new and far less stringent regulatory system than is 
currently found in the states. This makes no sense, because the industry is seeking a strong 
Federal regulatory system that is equivalent to the current system of state insurance regulation. 
We do not see any rationale or motivation for Congress to act otherwise or to permit the Federal 
insurance regulator to adopt loose regulatory standards. Finally, there is a fatal flaw in the 
underlying assumption changing a charter from state to Federal or vice versa is a simple and easy 
transaction. The reality is that a change in an organization’s basic governance and regulatory 
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oversight is a major corporate transaction that cannot be taken lightly in view of the business 
disruption, cost and requisite dedication of corporate resources that would necessarily be 
involved. 

States’ Rights Are Preserved. The argument that an Optional Federal Charter is a direct assault 
on states’ rights is wrong for several reasons. First, under the structure we propose a Federal 
charter is an option, not a mandate. While it is true that some insurers will opt for a Federal 
charter, it is equally true that many insurers will elect to remain state chartered. Certainly this 
has been the longstanding experience in the bank regulatory system. Thus, Optional Federal 
Charter preserves state insurance regulation. Unlike S. 1373 introduced by Senator Hollings, 
Optional Federal Charter does not represent a Federal takeover of regulation of interstate 
insurance. Nor does it infringe on states' rights as would be the case with Federally mandated 
minimum standards. 

Second, seeking comprehensive, uniform and efficient insurance regulation, as well as a 
Washington presence on insurance issues, should not be viewed as an assault on states’ rights. 
Rather, a Federal insurance regulatory structure and the state insurance regulatory system 
complement each other. One of the longstanding arguments for state regulation is that the states 
serve as laboratories for innovation. Necessarily, this argument assumes that there should and 
will be diversity in standards and laws from state to state. A Federal regulator also serves as a 
laboratory, but in a different way. Through a Federal regulator is achieved the value of applying 
uniform national standards to insurers that have national products and markets. 

Conclusion. 


The need for comprehensive, uniform and efficient regulation of insurance is pressing in view of 
the competitive pressures faced by the life insurance industry, the current inefficient regulatory 
structure, and the attendant resulting costs that are ultimately borne by consumers. State 
regulators have demonstrated a tremendous commitment to modernizing the state system of 
insurance regulation, but serious obstacles stand in the way of their efforts. 

An Optional Federal Charter for insurers represents the best way of achieving comprehensive, 
uniform and efficient insurance regulation. In order to protect consumers, such a system must 
include insurance regulation that is as strong as the regulation currently found in the states. 

Mr. Chairman and members of the Subcommittee, 1 thank you for this opportunity to make our 
views known to you on this critical issue. 
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Good afternoon Chairman Baker, Ranking Member Kanjorski, and Members of the Subcommittee. 
My name is John Fitts, Deputy General Counsel of Progressive Casualty Insurance Company and I 
am pleased to have the opportunity to provide Progressive’s viewpoint on insurance regulation and 
its impact on competition at today’s hearing. 

Progressive Casualty Insurance Company and its affiliated and subsidiary companies comprise 
collectively the third largest private passenger automobile insurer in the nation (Progressive) and the 
largest writer of auto insurance through independent agents. Progressive offers competitive rates for 
all risks and provides claim and policyholder services 24 hours a day, 365 days a year. We market 
insurance by phone, through more than 40,000 independent insurance agencies, and were the first to 
sell auto insurance over the Internet. 

Progressive was also the first company to offer immediate response claims service, provide 
comparison rates from competitors and experiment with pricing insurance based upon when and 
where a person drives. With more than nine million customers. Progressive is committed to using 
the latest technology and innovation to reduce costs and improve customer experience. More 
information about Progressive can be found at progressive.com . 

There is common acceptance by all stakeholders that the current insurance regulatory system needs 
to be reformed. Beyond that, opinions diverge with respect to the best way to approach this task. 
While many insurers are absolutely committed to state regulation of insurance, others have already 
concluded or are coming to the conclusion that some type of federal involvement is necessary to 
achieve regulatory modernization. 

Progressive agrees that insurance regulatory reform is necessary and in the best interest of all 
stakeholders. We believe that the best regulatory model: 


• Encourages competition, availability, and innovation in product design; 

• Eliminates multiple layers of regulation; 

• Facilitates the use of pricing and underwriting practices as long as they are fair and 
actuarially supported; 

• Provides speed to market so that forms and rates for new and existing products can be used 
within reasonable time frames; 

• Preserves the existing post-assessment solvency funds system and its fiscal stability; 

• Provide expeditious company and producer licensing processes with consistency, uniformiix - 
and flexibility; 

• Permits companies to enter and leave markets without undue interference, cost or delays; 

• Identifies and eliminates outdated regulatory requirements that no longer serve valid 
regulatory objectives; 

• Provides flexibility that allows insurers to innovate and compete effectively against new 
rivals in the rapidly converging financial services industry; 

• Eliminates regulatory variance in areas where there is no compelling need for difference; 

• Is administered by regulators who are professional, knowledgeable about the industry-', and 
capable of effectively balancing the interests of consumers and insurers; and 

• Provides regulation that is consistent, sensible, reliable, and in accordance with law. 
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A regulatory system with these attributes will foster competition and make reasonably and accurately 
priced insurance available to more consumers. It will also encourage capital investment and promote 
a healthy insurance market. This can only benefit consumers. 

In this statement, Progressive will discuss the impact of the current regulatory system on its business 
operations, provide its views on the ability of the state regulatory system to bring about meaningful 
reform, comment on the various federal solutions under consideration, and provide its current 
thinking on the best way to accomplish regulatory reform. 

Impact on Progressive 

Probably more than most industries, insurance is a pass through business. The costs Progressive 
incurs to provide its product (indemnification for covered losses) comprise the overwhelming 
majority of each dollar of premium written. These costs include claims payments and loss 
adjustment expenses, policy acquisition costs, and general administrative expenses, including costs 
associated with regulatory compliance. Since lower prices make Progressive more competitive, we 
work hard to manage costs in every aspect of our business. 

As a national group of insurance companies. Progressive is subject to regulations in all 48 states 
where it does business. Progressive spends tens of thousands of man-hours and millions of dollars 
annually on compliance related activities and is keenly aware of the tremendous costs associated 
with developing the infrastructure, systems, and procedures necessary to assure compliance with the 
mosaic of state insurance regulations applicable to national insurance providers. 

A significant percentage of our compliance costs are necessitated by the need to address the 
differences in rules that apply from state to state. Every difference between states requires a distinct 
compliance response. When these responses are applied to the totality of insurance regulation across 
48 states and, at times, multiple product lines, the appeal of, and need for, uniformity become 
compelling. Simply stated, uniformity enhances efficiency and reduces cost. While some variance 
is necessary to respond to local conditions, there are many areas where there is no compelling need 
for regulation to vary by state. 

Progressive is also subject to the various state rules with respect to rate and form approval. These 
laws vary both in form and application. While the approval process operates efficiently in some 
states, in others unreasonable delays impact our ability to charge adequate rates or offer new or 
revised policy forms. In some states the approval process is highly politicized. At times this can 
lead to unreasonable rate suppression that in turn can ultimately result in availability problems. 
Getting accurately priced products to the market on a timely basis is vitally important to consumers, 
regulators, and Progressive, but is not always possible under the rate and form approval process in 
place in some states. 

Progressive is also subject to having its market conduct and finances examined regularly by the 
various states where it does business. A recent GAO study has documented a number of 
shortcomings in the current market conduct examination process. Some reduce the consumer 
protection value of market conduct exams while others result in an inefficient and redundant process. 
Neither outcome is in the best interest of Progressive or our customers. 

Ironically, Progressive believes that the current system provides it with a competitive advantage. At 
many levels, the cost of compliance is the same whether an insurer writes 100 or 100,000 policies in 
a given state. While large groups of companies like Progressive can spread those costs over a broad 
customer base, smaller companies, or companies seeking to enter a new market do not have the same 
economies of scale and some have a difficult time building the infrastructure necessary to ensure 
compliance on a multi-state basis. 
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Nevertheless, the costs associated with insurance regulation exceed what is necessary to protect the 
interests of consumers properly and addressing this problem is clearly in the best interest of 
Progressive and its customers. Therefore, Progressive wholeheartedly supports reforms that will 
reduce the cost of regulatory compliance for all insurers and provide better speed to market without 
sacrificing consumer protection. 

State Regulation 

The state regulatory system generally performs a number of useful functions very well. It is 
responsive to local market conditions and plays an important role ensuring that consumers receive 
the coverage they need from solvent insurers that settle covered claims on a timely basis for fair and 
reasonable amounts. When disputes arise between insurers and their policyholders state insurance 
departments often effectively intervene to resolve them. 

There are, however, inconsistencies in the nature and quality of regulation on a state-to-state basis 
and, to the extent that regulatory modernization embodies notions of uniformity and consistency, 
these objectives have proven to be very difficult to achieve in the current state based system. Despite 
the commitment to regulatory modernization by the NAIC leadership and many other regulators, the 
implementation of this agenda requires the commitment of each state insurance department and state 
legislature. With so many interested parties, achieving regulatory modernization is inherently 
cumbersome. It is extraordinary difficult, if not impossible, to pass identical laws and implement 
uniform regulatory policy and procedures in every state. 

The recent experiences with the NAIC Model Producer Licensing Act (MPLA) and the state 
response to regulating insurance credit scoring are two examples of the difficulties associated with 
obtaining uniform regulation within the existing state system. Although most states have passed 
producer licensing laws that have been deemed MPLA compliant by the NAIC, there are still 
numerous differences in the state requirements for licensure including the application forms, 
background checks and finger print requirements, and rules associated with non resident licensing to 
name a few. Moreover, archaic paper intensive procedures still abound. In the final analysis, despite 
the intent behind the MPLA, Progressive has not been able to achieve meaningful reductions in its 
administrative costs relating to producer licensing compliance nor has it realized the efficiencies it 
had hoped to achieve in the operation of its direct call centers. 

Over the last few years, many states have promulgated regulations, issued bulletins or passed laws 
regulating the use of credit information in rating and underwriting. The result has been a patchwork 
of differing regulation on issues such as the definition of adverse action, disclosure requirements, 
adverse action notice requirements, the types of credit information that can be used, the treatment of 
no hits and thin files, the treatment of renewals etc. Even with the NCOIL model act available as a 
national standard, few states adopted that model act without some modification and many states 
opted for a state specific bill. 

During the last several years the NAIC has devoted substantial time and effort to the issue of 
regulatory modernization. To that end, the NAIC recently issued a document entitled “ A Reinforced 
Commitment: Insurance Regulatory Modernization Plan.” This document does a good job of 
identifying those areas where regulatory reform is necessary, provides principles and goals that are 
consistent with meaningful reform, and provides action plans to achieve them. While we are 
concerned about the apparent lack of commitment to address speed to market issues in personal lines 
and feel that some of the time deadlines are too long, if the NAIC were able to implement the 
reforms discussed in the Reinforced Commitment document, it would be a tremendous 
accomplishment. 
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Progressive is, however, skeptical that the stated objectives of the NAIC can be accomplished under 
the current system where, once the deliberations at the NAIC have ended, each state is free to ignore 
the NAIC’s recommendations or pursue a different regulatory policy. We believe that ultimately the 
NAIC would be more likely to succeed in its reinforced commitment if it had active federal support. 

Progressive’s views on the ability of the state regulatory system to reform itself should not be 
interpreted as an indictment of state regulation. We support state regulation and have tremendous 
respect for the regulators we work with on a daily basis. The Progressive Corporation and its largest 
subsidiary, Progressive Casualty Insurance Company, are fortunate to be domiciled in the State of 
Ohio. Director Ann Womer Benjamin and her predecessors have assembled a highly competent and 
professional staff who fairly balance the interests of consumers and insurers when discharging the 
regulatory powers of the Ohio Department of Insurance 

In addition, we do not question the personal commitment of Commissioner Pickens and the 
leadership of the NAIC. The problem with the implementation of meaningful reform is systemic— 
primarily relying on 50 state legislators to act uniformly- and, in our judgment, cannot be effectively 
addressed under the current state system. 

Federal Options 

Progressive is not, however, a current proponent of an optional federal charter nor the federalization 
of insurance regulation. Creating a separate insurance regulatory system or dismantling the state 
system in favor of a federal system would be expensive, disruptive, and seemingly unnecessary to 
achieve the goals of regulatory modernization. 

On first impression, the concept of a federal charter with companies subject to one national regulator 
might seem appealing. However, this appeal may be deceptively simple. In the private passenger 
automobile market, there are significant geographical variances in the law and coverages required. 
This creates a complexity that would make it extremely difficult for a national regulator to 
understand local market conditions and successfully respond to insurer or consumer concerns. In a 
dual regulatory system, there would undoubtedly be consumer confusion that would be exacerbated 
for consumers insured by both state and federally chartered companies. Moreover, the tension 
between state and federal regulation could ultimately lead to an unlevel competitive playing field. 
Lastly, bad regulatory policy would potentially have disastrous implications when applied on a 
national basis. 

The recently introduced Insurance Consumer Protection Act (SI 373) proposes to repeal the 
McCarran-Ferguson Act and create a “Federal Insurance Commission” housed within the 
Department of Commerce which would act as the sole regulator of all interstate insurers offering 
property and casualty and life insurance. The Commission would have authority over rate and 
forms, and be responsible for licensing, examination, solvency, market conduct, and accounting 
standards. 

This sweeping proposal for reform is, in our opinion, unnecessary and unlikely to accomplish an 
effective regulation of the insurance industry. The task of dismantling or assimilating some or all of 
the current state regulatory system within a new federal system would be monumental. The ability 
of insurance regulators to respond to local market conditions and consumer complaints will most 
likely be compromised. Moreover, we are concerned that the broad powers proposed to be granted 
to the federal regulators would reduce the efficient impact of market forces on the rate setting 
process. This would not be a good outcome for American consumers. 

A more effective use of federal powers to facilitate regulatory modernization is an approach that 
builds on the strength of the state regulatory system while providing a means to implement 
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uniformity and consistency in every state—Congressional promulgation of uniform national standards 
of regulation to be enforced by the existing state regulatory system. In theory, effective federal 
standards would require states to implement reforms that could bring uniformity, consistency and 
efficiency to insurance regulation. Federal standards could be applied in many areas of insurance 
regulation where there is no compelling reason for state-by-state regulatory variance. 

Given the current practical barriers to the delivery of uniform and consistent state regulation, use of 
federally enacted national standards could enhance the process and in fact, be welcomed by many 
who seek to preserve state regulation. However, federal standards that merely constitute a floor over 
which states may enact additional regulation (such as the privacy provisions of Gramm- 
Leach-Bliley) leads to an inefficient mosaic of varying and inconsistent regulations. To be effective, 
federal standards should preempt the field and be subject to interpretation by the federal courts. In 
this form, Progressive would support reasonable federal standards. 

Progressive’s Assessment of the Best Option 

From Progressive’s perspective, the approach with the best chance of bringing about meaningful 
reform is the use of reasoned preemptive federal standards. While we believe that such federal 
standards can be applied in many areas, the approach is novel and should initially be limited to a few 
targeted issues. Specifically, we would encourage the Congress to work with interested parties on 
the development of a federal standards bill that addresses producer and company licensing, market 
conduct examinations, and speed to market. 

The components of a federal standards bill need not be debated today. Needless to say, many 
interested parties (insurers, agents, the NAIC, NCOIL, and consumers) should participate in the 
process so that any federal standards bill would achieve the desired reforms without unintended 
negative consequences. From our perspective, federal standards should accomplish the following 
general objectives: 

Producer and Company Licensing: procedures should be streamlined through the use of uniform 
applications, technology, and reliance on home state regulation. 

Speed to Market: in a competitive market, rate regulation should be on a use and file basis. Rates 
could not be excessive, inadequate or unfairly discriminatory. Policy forms would be subject to a 
thirty-day prior approval. 

Market Conduct: without sacrificing consumer protections, the market conduct examination 
process should be streamlined. Home states should take primary responsibility for market conduct 
review with non-domiciliary state examinations targeted on specific areas of concern. Uniform 
examination procedures should be adopted and the self-evaluative audit privilege should be 
recognized. 

Federal standards are a tool that can be used broadly to encourage regulatory reform in a number of 
other areas. This would include issues such as privacy, e-commerce, telemarketing, records 
retention, policy notices, and countless others. With federal standards there are tremendous 
opportunities to reduce costs and enhance competition without sacrificing consumer protection. 

Conclusion 

Change in the insurance regulatory environment is both necessary and inevitable. The alternative is 
the continued imposition of needless costs that impede the ability of American insurers to compete in 
the global market and constitute a financial burden on American consumers. We hope that Congress 
will continue to act as a positive force in the regulatory reform process moving deliberately and 
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cautiously to ensure that any federal involvement clearly meets the interests of all stakeholders 
without creating unintended negative consequences. 
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Testimony of Senator Kemp Hannon, New York 
Co-Chair, NCSL Task Force to Streamline and Simplify 
Insurance Regulation 

Good afternoon. I am New York State Senator Kemp Hannon. I chair the Health 
Committee in the New York Senate. Since 2001, 1 have served as co-chair of the National 
Conference of State Legislatures' (NCSL) Task Force to Streamline and Simplify 
Insurance Regulation. I am pleased to testify before you today on state legislative efforts 
to streamline, simplify and coordinate insurance regulation to meet the needs of the 
modem economy. 

On behalf of the nation's state legislatures, I would like to make four major points. 

• First, insurance is a different kind of product that is best regulated at the state level. 
For 1 52 years, state insurance regulation has successfully and effectively protected 
consumers and ensured the safety and soundness of insurance companies operating in 
the United States. 

• Second, state legislatures and insurance commissioners have developed a shared vision 
for modernizing insurance regulation while preserving the advantages of the state system. 
NCSL, the National Conference of Insurance Legislators (NCOIL) and the National 
Association of Insurance Commissioners (NAIC) have worked closely at the national 
level to implement this vision. States have made significant progress in critical areas and 
expect to achieve widespread reform in all major areas in the years ahead. 

• Third, state legislatures are moving forward at the state level to enact significant statutory 
changes to streamline and simplify state laws. NCSL has endorsed model legislation to 
create a multistate system to regulate life insurance products according to uniform 
national standards. This is only the third time in its 28-year history that NCSL has 
endorsed model legislation. NCSL also has endorsed a statement of principles to guide 
legislative efforts to modernize property and casualty insurance rate and form 


2 



88 


requirements. State legislatures have passed laws to provide producer licensing 
reciprocity and to meet and exceed federal standards for insurance information privacy. 
Furthermore, state legislatures are exercising legislative oversight to ensure that 
regulatory reforms at the state level are instituted and work. 

• Fourth, NCSL believes that any federal legislation in the area of insurance regulation 
would be a tremendous mistake. It would endanger effective state regulation, threaten 
the creation of a vast, costly new' federal bureaucracy, and introduce a host of 
unintended consequences risking consumer protections, insurer solvency, and the 
strength and stability of the insurance marketplace. 

A Different Kind of Financial Product 

Insurance serves as the cornerstone of the economy. It provides economic security for 
individuals and their families and allows businesses to manage the risks that are inherent 
in economic activity. Whereas banking and securities are about access to capital and risk- 
taking, insurance is a guarantee. It is a legal promise — steeped in state tort and contract 
law — to pay a claim if and when benefits are due, often years into the future. When the 
unanticipated happens or the unthinkable occurs, insurance is there to provide the money 
to compensate for economic loss and to assist with recovery. 

Because insurance is a different kind of financial service, it requires a different kind of 
regulation that states are best suited to provide. Insurers charge people different rates 
based on personal characteristics and where they live. They also can decline to offer a 
policy. The very nature of insurance requires insurers to set the price for a product before 
they know their largest expense. Instead, insurers project costs based on prior experience 
and loss estimates. These unique features require a level of practical expertise and 
political understanding that is well established at the state level. 


People turn to insurance at their most difficult and vulnerable times — after the loss of 
their home, health, income, or a loved one. When an insurer does not pay or acts unfairly, 
states regulators can intervene within days or hours when it could take a distant federal 
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bureaucracy weeks or months to act, if at all. For a product as personal and important as 
insurance, regulation closest to home makes more sense. 

State Regulation is Successful and Effective 

The states have proven that they effectively and successfully protect consumers and make 
certain that promises made by insurers are kept. State regulation ensures that rates are 
fair, adequate and not excessive; that policy language is clear and includes what it should; 
that insurers are financially sound; that claims are paid; that consumers are informed and 
that their complaints are investigated and resolved. 

State regulation is accessible, accountable and responsive, and operates with greater 
efficiency than would a vast new federal bureaucracy. Decentralized authority promotes 
regulatory innovation and safeguards against the imposition of rigid regulatory controls 
that may have adverse consequences that are national rather than local in scope. 
Furthermore, state legislatures are uniquely positioned to set policies that accurately 
reflect the values and concerns of local citizens. The nation's economy as a whole 
benefits from regulation that serves local needs as well as regional and national markets. 

Insurance Regulation for the Modern Economy 

State legislatures are strongly committed to preserving the states' role as the sole 
regulators of the business of insurance. In taking this position, state lawmakers accept the 
responsibility of creating a system of regulation that meets the needs and challenges of 
insurance companies competing in the modem financial marketplace. 

NCSL has worked closely with the NAIC to develop a shared vision for modernizing 
insurance regulation while preserving the many benefits of the state system. Our 
collaboration led to the unanimous endorsement this July by the NCSL Executive Committee 
of the Interstate Insurance Product Regulation Compact and a Statement of Principles for the 
regulation of property and casualty insurance. Furthermore, NCSL supports regulatory efforts 
to streamline, simplify and coordinate insurance regulation. We applaud the NAIC's "A 
Reinforced Commitment: Insurance Regulatory Modernization Action Plan" to achieve 
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modernization in seven critical areas. State legislatures and commissioners are working 
together at the national level and in individual states to make this vision a reality. 

Historical Background 

State legislatures took the first step to modernize state systems in the early 1990s when 
faced with a rash of insurer insolvencies tied to the savings and loan crisis. Unfortunately, 
the insolvencies occurred in a handful of states where insurance regulation was weak and 
at a time when there was insufficient coordination among state insurance departments. In 
response, NCSL established a special insurance solvency task force, which collaborated 
with the NAIC to draft and recommend 1 1 model bills to strengthen state regulation, to 
reduce filing burdens on multistate insurers and to allow for greater coordination among 
state insurance departments. In the first such action in our history, in 1991, NCSL 
endorsed the package of model legislation, which in two years was enacted in virtually all 
states. This swift action by state legislatures and insurance commissioners working 
together at the national level successfully stemmed the tide of insolvencies and helped 
avert the creation of a federal insurance regulator, which we believe would have proven a 
terrible mistake. 

Financial Modernization 

In recent years, the states have joined a concerted effort to adjust insurance regulation to 
meet the needs of the modem integrated marketplace while maintaining and improving 
consumer protections. The Gramm-Leach-Bliley Financial Modernization Act of 1999 
tore down Depression-era barriers and created a comprehensive framework to permit 
affiliations among banks, securities firms and insurance companies. Gramm-Leach-Bliley 
also directed state actions in a few areas while implicitly calling on states to go beyond 
the specific mandates of the act to modernize insurance regulation. 

States accepted this challenge with remarkable vigor. In March 2000, the nation's 
insurance commissioners endorsed a "Statement of Intent" to make insurance regulation 
more effective and efficient in several defined areas. State legislatures joined regulators 
to meet the specific federal mandates. Since Gramm-Leach-Bliley, 48 states have passed 
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producer licensing reciprocity legislation and 49 states have met or exceeded the federal 
standard to ensure the privacy of insurance information. Equally impressive are efforts by 
insurance commissioners — working through the NAIC— to retool virtually every aspect 
of insurance regulation, from implementing a uniform electronic product filing system to 
standardizing company licensing applications to rewriting the handbook for market 
conduct exams that are used to audit and examine company practices. 

Streamlining and Simplifying State Laws 

NCSL recognized the importance of state legislatures taking a proactive role to 
modernize insurance regulation. In 2001, NCSL established the Task Force to Streamline 
and Simplify Insurance Regulation to provide a national forum for state legislatures to 
engage the issues facing insurance regulation in the changing financial marketplace and, 
if necessary, to develop and recommend model legislation. The Task Force included a 
diverse range of members from across the country as well as the officers of NCOIL, 
which provided invaluable input, assistance, research and advice to the Task Force 
throughout the process. 

The Task Force met regularly over a two-year period with three primary objectives: 

• To preserve the primacy of state insurance regulation; 

• To consider reforms that would allow insurance companies to compete more 
effectively in the integrated financial marketplace and to respond with innovation and 
flexibility to evermore demanding market forces; and 

• To maintain and improve consumer protection, which is the hallmark of the state 
system, while expanding consumers’ access to new products. 

The Task Force worked closely with the NAIC, industry and consumers to explore 
broadly the many areas of insurance regulation — including producer licensing, privacy, 
market regulation, consumer protection, and company licensing. Following these 
consultations, the Task Force identified "speed to market" issues as the area in greatest 
need of state legislative action. "Speed to market" refers to the ability of insurers to bring 
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new products to market in a timely and efficient manner according to reasonable and 
transparent standards. 

The Task Force reached consensus on two proposals for state legislative consideration: 1) 
the Interstate Insurance Product Regulation Compact for the regulation of life insurance 
and annuity products; and 2) a Statement of Principles for the regulation of property and 
casualty insurance. The NCSL Executive Committee unanimously endorsed both 
proposals in July 2003. 

Insurance Regulation Compact 

One area of insurance regulation that generated early consensus was the need for a 
multistate system to regulate life insurance and annuity products. Although these 
investment-oriented policies are still insurance products and — thus — best suited for state 
regulation, they compete in the integrated financial marketplace against the products of 
banks and securities firms, which receive less rigorous regulatory review. Unlike other 
insurance policies, life products rely largely on actuarial tables that are national in nature. 
Furthermore, 50-state standards and reviews can delay consumers' access to new 
products, divert limited state resources, and create problems when holders of these long- 
term policies move from state to state. A state-based solution that brings new products to 
market more quickly and efficiently according to uniform national standards promises 
significant benefit to consumers, regulators and industry. 

In March 2002, insurance commissioners endorsed the concept of an interstate compact 
as the vehicle for reform. Commissioners met with the NCSL Task Force throughout the 
summer to discuss the compact proposal. The Task Force expressed support for the 
concept and offered guidance to the NAIC through its process on critical elements of the 
proposal, including the structure of the management committee, supermajority voting for 
uniform product standards, and legislative participation. The NAIC adopted all of the 
Task Force's recommendations and continued to work with industry, consumers, and state 
attorneys general on the proposal during the fall. In December 2002, the NAIC 
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overwhelmingly adopted the Interstate Insurance Product Regulation Compact Model Act 
for review, input and consideration by other state officials. 

The NCSL Process 

Immediately following the NAIC action, the Task Force undertook a detailed review of 
the proposal and began to consider possible amendments to the Model Act to address 
legislative concerns. A notable contribution to this discussion was an extensive report 
submitted by the attorneys general of California, Minnesota, Missouri and Oklahoma that 
raised a number of important issues. Additionally, many academics, legal experts, and 
industry and consumer representatives provided extensive input on the Compact. The 
Task Force also drew upon lessons from legislative consideration of the insurance 
receivership compact in the early 1 990s and legislative deliberations in the three states 
where the Compact was considered with some success in 2003. 

In the end, the Task Force recommended 10 amendments. Among other things, the 
amendments elaborate on open meeting requirements and procedures, guarantee public 
inspection of compact documents, and more specifically frame authority to rule on 
product standard violations by insurers. 

The most difficult issue surrounded language pertaining to the binding effect of the 
Compact on member states. The principal concern of attorneys general was potential 
unintended consequences of the Compact on states' general consumer protection laws, 
specifically unfair and deceptive trade practices laws. Assistant attorneys general from at 
least 22 states participated in Task Force discussions. The Task Force brokered 
discussions between working groups of assistant attorneys general, regulators and 
industry to successfully draft compromise language that achieves the purpose of the 
binding effect provision while effectively preserving the authority of state attorneys 
general. During a plenary session of all insurance commissioners in July, the NAIC 
without dissent revised the Compact Model Act to accept the recommendations of the 
NCSL Task Force. The American Council of Life Insurers also supports the revised 
Compact Model Act. 
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'Speed to Market' for Life Insurance Products 

The Interstate Insurance Product Regulation Compact represents only the third time in its 
history that NCSL has endorsed model legislation. The first time was in 1991 to enact 
uniform insurance solvency regulation. The second occasion was a year ago when NCSL 
endorsed a multistate agreement — enacted by 20 states in 2003 — to simplify the nation's 
sales tax laws. Once enacted by 26 states or states representing 40 percent of the nation's 
insurance premiums, the Compact will create a multistate system to receive, review and 
quickly make regulatory decisions on insurance product filings according to national 
uniform standards. The Compact will cover life insurance, annuity, disability income, and 
long-term care insurance products. 

The Compact includes a few key elements. First, it will allow member states to pool their 
resources and expertise to approve new products but retain control over market 
regulation, financial solvency, claims settlement, consumer complaints, and the 
enforcement of consumer protections. Second, a commission with one member from each 
state will govern the Compact while a 14-state management committee — with 
membership corresponding to states' share of premium volume— will oversee daily 
operations. Third, supermajority- voting requirements for the approval of product 
standards will promote higher consumer protections in exchange for national uniformity. 
Fourth, states will be able to opt out of uniform product standards by legislation and 
regulation if they do not meet the needs of the state. Finally, a legislative committee will 
oversee Compact activity and make recommendations, and governors and legislatures 
from member states will receive regular notice of Compact actions as well as an annual 
report. 

NCSL believes that the Compact is the best way to preserve the advantages of the state 
system while raising product standards and consumer protections, improving the quality 
of product review, and giving insurance companies the regulatory efficiency that they 
need to compete in the new financial marketplace. Furthermore, NCSL is committed to 
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working with insurance commissioners and others to enact the Compact Model Act and 
make "speed to market" for life insurance products a reality in the near future. 

Property and Casualty issues 

NCSL also recognizes the new economic realities faced by property and casualty (P/C) 
insures. Because these insurance products are closely tied to local economic and 
geographic conditions, NCSL does not believe that a uniform regulatory approach is 
required. Instead, NCSL has endorsed a Statement of Principles for the regulation of P/C 
insurance to guide state legislative efforts to streamline, simplify and coordinate the 
regulation of P/C insurance. 

In its Statement of Principles, NCSL encourages state legislatures to consider systems of 
product regulation that rely on competitive forces to determine P/C rates and promote the 
more efficient introduction of new products into the marketplace. States also may want to 
consider systems that provide commercial insurers greater flexibility to respond to the 
ever-changing needs of American business. However, NCSL encourages states to move 
toward market-based systems while preserving their authority to take action in a 
noncompetitive market or against rates that are inadequate or unfairly discriminatory. 

NCSL believes that there exist a wide range of models for states to draw upon as they 
look to modernize rate and form regulation, including the NAIC Commercial Lines 
Modernization Model Act and the NCOIL P/C model act and others that apply to 
personal as well as commercial lines. Legislatures also may want to look at models in 
place in a wide range of states with dynamic, competitive insurance markets and consider 
those features best suited to the unique conditions in their state. 

States Are Modernizing Property and Casualty Regulation 

Nearly two-thirds of states now rely on market-based systems to regulate property and 
casualty insurance rates and forms and many states have added special provisions to 
exempt large commercial policyholders. Some form of competitive product regulation is 
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used in 32 states and the District of Columbia and 19 states have enacted P/C commercial 
lines re-engineering for more sophisticated insurance buyers. 

Despite difficult insurance markets this year, several major P/C modernization efforts 
were enacted by state legislatures in 2003. New Jersey enacted comprehensive reform 
legislation to increase competition by addressing the state's excess profits and take-all- 
comers laws. Louisiana passed a flex-rating law for auto and homeowners insurance 
modeled on the South Carolina auto insurance reform of 1998. New Hampshire approved 
a new system that mixed the NCOIL model for personal lines and the NAIC commercial 
model while significantly lowering its threshold for exempt commercial policyholders. 
Nebraska enacted commercial lines modernization. Moreover, despite widespread cries to 
significantly regulate the Texas insurance market following significant volatility in the 
state’s homeowners insurance market, the legislature adopted a market-based system, 
which also allows insurers to file policy forms for approval. Additionally, market-based 
systems either passed one chamber or showed signs of success in Florida, Georgia, 
Minnesota, Nevada, Rhode Island, South Carolina and Washington. 

Insurance Regulatory Modernization Action Plan 

The NCSL Task Force focused on "speed to market" issues because they were identified 
as the highest financial modernization priority and the one that required the greatest 
legislative involvement. As we follow-through with the Compact and P/C insurance 
modernization, NCSL recognizes that state legislatures also have an important role in 
other critical areas of reform, even those that are primary regulatory in nature. 

Therefore, NCSL looks forward to working with the NAIC to implement the "A 
Reinforced Commitment: Insurance Regulatory Modernization Action Plan." The seven 
major areas of reform in the plan include: i) consumer protection, ii) market regulation, 
iii) speed to market, iv) producer licensing, v) company licensing, vi) solvency 
regulation, and vii) change in insurance company control. We applaud the NAIC's 
initiative to update the principles outlined in the March 2000 "Statement of Intent" and 
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build upon these years of substantial improvement with a comprehensive vision to 
achieve widespread reform. We wholeheartedly endorse this plan. 

Although the NCSL Task Force has concluded, state legislatures continue to take a 
proactive role at the national level. For this reason, in 2002, the NCSL established the 
Financial Services Standing Committee to give greater attention to banking, insurance, 
securities and other issues related to financial services. Representative Donna Stone, who 
chairs the House Economic Development, Banking and Insurance Committee in 
Delaware and served on the Task Force, now chairs the NCSL Committee. 

Representative Frank Mautino, who co-chaired the Task Force with me and chairs the 
House Insurance Committee in Illinois, and Representative Keith Faber, who served on 
the Task Force and is one of the most knowledgeable members on insurance issues in the 
Ohio legislature, both serve as vice chairs on the NCSL Committee. The Committee also 
is pleased to have Senator John Loudon, who chairs the Senate Small Business, Insurance 
and Industrial Relations Committee in Missouri, and Assemblywoman Patricia Wiggins, 
who chairs the Assembly Banking Committee in the California, serve as vice chairs on 
the NCSL Committee. 

Federal Legislation Would Be a Mistake 

I concluded my remarks with a couple comments on why state legislatures believe that 
any federal legislation would be a mistake. Federal intervention necessarily would 
undermine state consumer protections and solvency regulation — where the states have 
proven to be most effective. It would restrict the ability of state officials to respond to the 
needs of local markets, threaten the creation of a vast, costly new federal bureaucracy, 
and introduce a host of unintended consequences. 

It is easy to theorize a perfect model of insurance regulation, but it is much more difficult 
to enact and establish one. As the chair of the Health Committee in the New York Senate, 
I have come to appreciate the unforeseen consequences of the Employee Retirement 
Income Security Act (ERISA) of 1 974, which was the first significant federal effort in the 
area of insurance regulation. ERISA preempts state laws for employer-sponsored benefit 
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plans, which provide health benefits to the great majority of privately insured Americans. 
The act effectively transferred authority from the states to the Department of Labor and 
federal judiciary and created the system largely responsible for giving insurance a bad 
name. It is easy to see how similar unforeseen consequences could materialize if the 
federal government were to preempt or restrict state authority to regulate in the areas of 
life and property and casualty insurance. 

Conclusion 

In conclusion, insurance is a unique product. States have successfully and effectively 
regulated it for 152 years. State legislatures and insurance commissions are working 
together to streamline, simplify and coordinate state regulation while protecting 
consumers and preserving the advantages of the state system. We believe that state 
reform rather than federal legislation offers the best promise for a system of insurance 
regulation that meets the needs of consumers and the nation in the 21st century. 

Thank you for this opportunity to offer you testimony on behalf of the nation's state 
legislatures. I look forward to responding to your questions. 
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My name is Markham McKnight, and I am the President and CEO of Wright and Percy Insurance which is 
headquartered in Baton Rouge, Louisiana. Our firm, founded in 1SS2, offers financial and risk services and 
insurance products to both personal and commercial customers throughout the southeastern United States. 

In a development that I think is indicative of the growing convergence that is taking place in the financial services 
industry in the wake of the passage of the Gramm-Leach-Bliley Act, Wright & Percy Insurance was acquired in 
May, 2003, by BancorpSouth, Inc., a bank holding company with commercial banking and financial services 
operations in Mississippi, Tennessee, Alabama, Arkansas, Texas and Louisiana. I retain the title of president and 
CEO of Wright & Percy for BancorpSouth Insurances Services, Inc.. I believe that this merger will allow both 
Wright and Percy and Bancorp South to better serve our customers. My initial exposure to the dual-chartering 
system for banks also has been a revelation and has reaffirmed my personal commitment to the enactment of an 
optional federal charter for insurers. I also am privileged to be serving as the Chair of the Government Affairs 
Committee of The Council of Insurance Agents + Brokers (“The Council"). 

I’d like to thank you, Chairman Baker, for giving me the opportunity to testify before the Subcommittee today. I 
would like to commend you for holding this series of hearings to examine the shortcomings in the state-based 
insurance regulatory system and to explore the different approaches that have been advanced to modernize that 
regulatory system and whether the National Association of Insurance Commissioners’ action plan to achieve such 
modernization without Congressional intervention is viable. One of the reasons I chose to become active with 
The Council is that it has been a pioneer within our industry on the modernization issue - though reform is a 
frustratingly long process. We formed our first internal committee to address the problems of interstate insurance 
producer licensing more than 60 years ago. Our efforts were finally rewarded with the enactment of the NARAB 
provisions of the Gramm-Leach-Bliley Act a few years ago — a first step on the road to insurance regulatory 
modernization. I thank you, Mr. Chairman, and other members of this committee on both sides of the aisle for 
your active support of the NARAB provisions during the conference on the Gramm-Leach-Bliley Act. 

NARAB was a hue provision of modernization in the Gramm-Leach-Bliley Act. Were it not for the tenacious 
support and initiative from you and Congresswoman Kelly, and the leadership of Chairman Oxley, things 
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assuredly would not be changing for the better - particularly at their current pace. This initiative was bipartisan, 
and provides a very good model for a carrot-and-stick, goals-and-timetables approach that can effectively move 
insurance regulation forward toward goals of efficiency. 

The NARAB approach to regulatory modernization is but one of the approaches that your Subcommittee has been 
examining in these hearings. I have been leading an effort to study the different routes for achieving 
modernization in the insurance regulatory process. To that end, The Council’s Foundation for Agency 
Management Excellence (FAME) last year commissioned an independent study of the economic costs and 
benefits of these various proposals (the “FAME Study”). While it is abundantly clear that the current system of 
state-by-state regulation is not working, we wanted to see a full, economic analysis of the alternatives for reform. 
The study, entitled “Costs & Benefits of Future Regulatory Options for the U.S. Insurance Industry,” provides an 
in-depth examination of the pros and cons of the regulatory options available for oversight of the business of 
insurance. The study was released during the hearing you held to examine these issues last year, and I hope that 
the study has served as a useful tool as the Subcommittee has continued its examination of various regulatory 
alternatives. 

Even though the states have made some strides in recent years in simplification and streamlining - thanks to the 
enactment of the NARAB provisions of Gramm-Leach-Bliley - there are still several problem areas in the 
interstate licensing process that cost agents and brokers time and money unnecessarily. Insurance companies also 
face problems in doing business on a multi-state basis, and recent efforts by the states to streamline rate and 
policy form approval processes have not proven to be very successful. These continuing issues with the state-by- 
state regulatory process lead us to the following conclusion: relief is needed, and it is needed now. I urge the 
Committee to enact relief, and to do it soon. 

I believe that it is critical to the long-term viability of the U.S. insurance industry that Congress pass legislation 
creating an optional federal charter for insurers. Broader reforms to the insurance regulatory system are necessary 
to permit the industry to operate on a more efficient basis. Such broader reforms, like an optional federal charter, 
are also necessary to enable the insurance industry to compete in the larger financial services industry and also to 
be able to compete internationally. There also is a more immediate need, however, for reforms that cannot wait 
for the resolution of the federal charter debate. I would like to focus on three areas that could greatly benefit from 
immediate reforms that would be relatively easy to implement. 



102 


Statement of Markham McKnight, CPCU, President, Wright and Percy Insurance 
“Reforming Insurance Regulation - Making the Marketplace More Competitive for Consumers” 
November 5, 2003 
Page 3 of 10 


1. Make The NARAB Licensing Reciprocity Requirements Apply To All 50 States 

The NARAB provisions included in the Gramm-Leach-Bliley Act required that at least 29 States enact either 
uniform agent and broker licensure laws or reciprocal laws permitting an agent or broker licensed in one State to 
be licensed in all other reciprocal states simply by demonstrating proof of licensure and submitting the requisite 
licensing fee. 

The NAIC pledged not only to reach reciprocity in producer licensing, but also to reach uniformity in producer 
licensing as their ultimate goal. The NAIC amended its Producer Licensing Model Act (PLMA) to meet the 
NARAB reciprocity provisions, and worked to get the PLMA enacted in all licensing jurisdictions. As of today, 
47 states have enacted some sort of licensing reform. Most of those states have enacted the PLMA, but four states 
have enacted only the reciprocity portions of that Model Act. Of the states that have enacted the PLMA, there are 
several states that have deviated significantly from the original language of the Model Act. One state, Florida, has 
enacted licensing reform that in no way resembles the PLMA. And Florida is joined by California as the largest 
of states in terms of insurance premiums written that have not enacted legislation designed to meet the NARAB 
reciprocity threshold at all. 

The NAIC has now officially certified that a majority of states have met the NARAB reciprocity provisions, 
thereby averting the creation of NARAB. While that is a commendable accomplishment, there is still much work 
to be done to reach true reciprocity and uniformity in all licensing jurisdictions - and I am not sure that the NAIC 
will be able to meet that goal. This is especially troubling, given the threat of federal intervention that was 
implicit in the NARAB provisions of Gramm-Leach-Bliley. 

Indeed, until just last month, the State of Florida completely barred non-residents from being licensed to sell 
surplus lines products to Florida residents or resident businesses and required non-resident agents or brokers who 
sold a policy of an admitted company to a Florida resident or resident business to pay a resident agent a mandated 
“countersignature fee” in order to complete that transaction. These practices have been terminated only because 
The Council filed a lawsuit and was granted summary judgment on its claims that these statutoiy requirements 
violated the constitutional rights of its members. The State has opted not to appeal. We should not have to resort 
to lawsuits, however, to defeat these protectionist laws and to put ourselves in a position to serve our clients and 
to do so in an efficient manner. Three other jurisdictions - Nevada, South Dakota and West Virginia - currently 
retain their protectionist countersignature laws. 
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I do not believe that the NAIC - despite its ambitious reform agenda - is in a position to force dissenting States to 
adhere to any standards it sets. Congress can, however, by mandating that all 50 States enact uniform licensure 
laws or laws permitting an agent or broker licensed in one State to be licensed in all other States on a reciprocal 
basis and preempting all State insurance laws that discriminate against non-resident agents and brokers as the 
Florida provisions were found to have done. 

Under the NARAB provisions of the Gramm-Leach-Bliley, if the threshold requirements are not satisfied, then 
the Act provided for the formation and organization of the National Association of Registered Agents and 
Brokers. These provisions were modeled after the National Association of Securities Dealers. If new, 50 State 
requirements were enacted and they were not satisfied, then the National Association of Registered Agents and 
Brokers would function in a manner similar to the NASD if the Gramm-Leach-Bliley Act provisions providing 
for its creation and operation were maintained. It would create a national licensing clearinghouse where 
multistate insurance producers could obtain multiple licenses through a single point of filing. It would also likely 
set a higher standard for licensure than currently exists in any one state, but one that is based on the professional 
qualifications of the individual. The National Association of Registered Agents and Brokers would also provide a 
centralized enforcement mechanism that would enable regulators to get bad actors out of the system sooner rather 
than later. 

A large portion of the regulation of registered securities representatives is done through the NASD, which is a 
self-regulatory organization established by Congress and overseen by the Securities and Exchange Commission. 
Registered securities representatives must still procure licenses in all states in which they wish to sell securities, 
but they can procure those licenses by going through one central location - the NASD’s Central Registration 
Depository (CRD). The CRD processes registrations for the NASD and for six other securities exchanges. An 
individual seeking licensure with multiple organizations and/or states need only submit a uniform registration 
form and payment of the requisite fees. The NASD also provides a centralized authority for the enforcement of 
securities laws and the development of national enforcement policies. The NASD’s Enforcement Division 
prosecutes securities violations discovered by the NASD and also receives enforcement referrals from the SEC 
and the various state securities regulators. 

Self-regulatory organizations (SROs) like the NASD provide a good model that could easily be modified to 
address the regulation of insurance producers. SROs are used quite commonly to regulate professional activities. 
For example, state bar associations are SROs that provide oversight of the legal profession. The concerns with 
state-by-state licensing for insurance producers have never had anything to do with state regulation of insurance 
producers. Rather, the concerns have arisen from the myriad of idiosyncratic requirements that often have little or 
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nothing to do with the professionalism of our members. A single set of licensing requirements and rules of 
conduct that are meaningful in terms of expertise and proficiency would be highly preferred, even if that means 
meeting the highest of standards that currently exist. 

The Subcommittee should strongly consider the use of an SRO to address the continuing problems in interstate 
producer licensing, whether as part of an optional federal charter bill or as part of any other interim reforms that 
the Subcommittee would consider. Using a supervised SRO to regulate industry activities might result in 
significant efficiencies and savings for consumers without diminishing the consumer protections in place today. 

It is important to note that nothing in the federal securities laws authorizes any specific entity to act as the SRO 
for securities brokers; rather it provides for the creation of SROs to regulate securities broker/dealers subject to 
SEC oversight. This same approach could work well in the insurance industry, as it would permit each segment 
of the producer marketplace (life, health, and property/casualty) to address its own unique issues. The supervising 
regulator could be housed in either an independent commission or as a part of an existing agency. 

The SRO concept fits well with the optional federal charter proposals advanced by several of the groups who have 
already testified before this Subcommittee. I hope that you would consider adding it to any optional federal 
chartering legislation drafted by the Subcommittee. The SRO concept, however, also is a good example of a goal 
that could be achieved as an interim step towards optional federal charter legislation. 

2. Speed To Market 

There are some other problems with the state-by-state system of insurance regulation that deserve immediate 
attention and that could also be stepping stones in the path towards the optional federal charter. While these 
problems appear to affect insurance companies more than insurance agents and brokers, we would argue that the 
restraints imposed by the state-by-state regulatory system on these areas affect our members just as much as the 
companies. 

My agency - like most Council members - sells and services primarily commercial property/casualty insurance. 
This part of the insurance industry is facing some severe challenges today due to a number of factors, including 
the losses incurred as a result of the terrorist attacks on September 1 1, 2001 ; increased liabilities for asbestos, 
toxic mold, D&O liability and medical malpractice; and years of declining investment returns and consistent 
negative underwriting results. Some companies have begun to exit different insurance markets as they realize that 
they can no longer write these coverages on a break-even basis, let alone at a profit. The end result is increased 
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prices and declining product availability to consumers. This situation is only being exacerbated by the current 
state-by-state system of insurance regulation. 

The FAME study mentioned earlier in my testimony notes that the current U.S. system of regulation can be 
characterized as a prescriptive system that generally imposes a comprehensive set of ex ante constraints and 
conditions on all aspects of regulated entities’ business operations. Examples of ex ante requirements include 
things like prior approval or filing of rates and policy forms. The prescriptive approach is designed to anticipate 
problems and prevent them before they happen. However, this approach to regulation hinders the ability of the 
insurance industry to deal with changing marketplace needs and conditions in a flexible and timely manner. 
Consequently, it also hinders the ability of regulators to quickly address emerging problems. The prescriptive 
approach to regulation also encourages more regulation than may be necessary in some areas, while directing 
precious resources from other areas that may need more regulatory attention. 

It is also important to note that states wishing to do business on a national basis must deal with 5 1 sets of ex ante 
requirements. This tends to lead to duplicative requirements among the jurisdictions, and excessive and 
inefficient regulation in these areas. Perhaps the best (or worst, depending upon your perspective) example of this 
are the policy form and rate pre-approval requirements still in use in many states. Over a dozen states have 
modernized the commercial insurance marketplace for rates and forms, meaning that there are no substantive 
regulatory approval requirements in these areas at all. Other states, however, continue to maintain pre-approval 
requirements. Indeed, some studies have shown that it can take as much as two years for a new product to be 
approved for sale on a nationwide basis. Banking and securities firms, in contrast, can get a new product into the 
national marketplace in 30 days or less. The lag time for the introduction of new insurance products is 
unacceptable, and it is increasingly putting the insurance industry at a competitive disadvantage as well as 
undermining the ability of insurance consumers to access products that they want and need. 

Congress should address these problems either by limiting the States’ pre-approval authority directly, or by 
establishing some sort of N ARAB -like incentives to encourage the States to do it on their own (or have it done for 
them should they fail). 

3. Increasing Access To Alternative Markets 

In the last year, high rates for property and casualty insurance have been a serious problem for many mid-sized 
and larger commercial firms. Congress should explore ways that alternatives to the traditional, regulated 
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marketplace can be fostered to provide a viable alternative for sophisticated insurance consumers. Two 
mechanisms that help stem increasing rates are the use of surplus lines products and risk retention groups. 

Surplus Lines. For commercial property and casualty insurance, more and more business is done through the 
surplus lines marketplace. A surplus lines product is an insurance product that is sold by an insurance company 
that is not admitted to do business in the state in which the risk insured under the policy is located. The products 
tend to be more efficient because the issuing companies are more efficiently regulated and because the policies 
are manuscripted and therefore need not comply with state form and rate requirements. In essence, the insured 
goes to wherever the insurer is located to purchase the coverage. The insurer may be in another State, or it may 
be in Great Britain, Bermuda or another country. Potential insureds can procure this insurance directly, but they 
generally do so through their insurance brokers. 

Although the purchase of this type of insurance is perfectly legal in all States, many States have enacted two 
different types of requirements that can greatly limit is usefulness. First, some States either completely prohibit 
(like Florida did) or greatly hinder non-resident brokers from placing surplus lines coverage for a risk located in 
those States. Second, almost every State imposes a premium tax obligation for surplus lines premiums. The 
problem in this regard is that the States have conflicting rules with respect to the portion of the premium on which 
the tax must be paid. Some States, for example, dictate that tax must be paid on 100 percent of the premium even 
if only a small percentage of that premium is associated with risks being insured in those States. These problems 
are particularly problematic when insuring companies with a national presence that could most benefit from the 
use of a surplus lines product but that must grapple with the morass of conflicting regulation to realize such 
benefits. 

My hope is that Congress can act to alleviate these problems by preempting the State requirements that 
discriminate against non-resident brokers in any way and by creating some sort of incentive or requirement for the 
States to rationalize their irrational surplus lines premium tax formulae. 

Risk Retention Groups. Enacted in 1981, the Product Liability Risk Retention Act was developed by Congress in 
direct response to the insurance “hard market” of the late 1970s. The current version of the Act - the Liability 
Risk Retention Act of 1986 - was enacted in response to the “hard market” of the mid-1980s and expanded the 
coverage of the Act to all commercial liability coverages. Risk Retention Groups (RRGs) created under the Act 
are risk-bearing entities that must be chartered and licensed as an insurance company in only one State and then 
are permitted to operate in all States. They are owned by their insureds and the insureds are required to have 
similar or related liability exposures; RRGs may only write commercial liability coverages and only for their 
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member-insureds. The rationale underlying the single-State regulation of RRGs is that they consist only of 
“similar or related” businesses which are able to manage and monitor their own risks. The NAIC has recognized 
that the purpose of Risk Retention Groups is to “increase the availability of commercial liability insurance” and it 
has been a success in that regard as it has created an alternative that many have ceased. Congress should expand 
the availability of RRGs by expanding the Act to allow for the insuring of property damage as well as liability 
exposures. This would provide another alternative for businesses seeking economical insurance solutions in 
difficult economic times for the insurance industry. 


Moving Forward? 

The FAME study notes that all of the regulatory modernization efforts put forward by the NAIC in the past 
several years have been the direct result of major external threats - either the threat of federal intervention, or the 
wholesale dislocation of regulated markets. It concludes that there is no guarantee that the state-based system will 
adopt further meaningful reforms without continued external threats to its jurisdiction, and offers the states’ 
progress on producer licensing reform as a prime example. I wholeheartedly agree with this conclusion, and urge 
this Subcommittee to continue to press the states to enact meaningful reforms to the insurance regulatory system. 

Chairman Baker, I believe that you and others on your Subcommittee were absolutely on target when you talked 
about the need for immediate Congressional action to address the continuing problems in the state-based 
regulatory system. While I ultimately support the enactment of an optional federal charter, I know that we can’t 
wait for that debate to play out before getting some relief from duplicative and inefficient regulation that has little 
impact on the effectiveness of the insurance regulatory system. There are several targeted reforms that the 
Congress could address now that will benefit not only the insurance industry but also the consumers we serve. As 
discussed above, the areas deserving immediate attention include further reforms to the producer licensing 
system, addressing the speed-to-market shortcomings in the current state system by eliminating prior approval of 
rates and policy forms, similar to the successful model used in Illinois, and enacting legislation that could expand 
access to alternative insurance marketplaces for commercial insureds. 

Mr. Chairman, you have asked witnesses at the past two hearings to give you a timeline for achieving additional 
reforms in the insurance regulatory system, but you were not able to get a direct answer. I’d like to give you my 
suggestions for how to proceed with future reforms. 

The reforms to the producer licensing system, the speed-to-market reforms, and the measures designed to expand 
access to alternative marketplaces mentioned above need to occur as soon as possible - preferably, within the next 
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year. These reforms will provide the most immediate relief from inefficient and duplicative regulation for the 
industry. 


The NAIC is working on further reforms that are currently in their fledgling stages, like an interstate compact to 
facilitate a single point of filing and approval for life insurance products. Additionally, the NAIC is in the process 
of developing standards for coordination of market conduct examination. While we support the efforts of the 
NAIC in these areas, our experience with NARAB cautions us to be wary of their success. Eighteen months ago, 
a representative of The Council testified before this Subcommittee and suggested that the Subcommittee continue 
to monitor the progress on these initiatives over the next IS months and to be ready to act to implement reforms in 
these areas if the states’ efforts should fail to take hold. That 18 months has now come and gone and the states’ 
efforts have failed to take hold; Congress should act now to fill the gap. 

I urge the Subcommittee, however, to continue with its work on the optional federal charter even as it develops 
interim reforms. The enactment of an optional federal charter is essential to the U.S. insurance industry’s long- 
term survival. While there are more immediate reforms that can be made to the insurance regulatory system, 
those reforms in no way preclude the ultimate need for an optional federal charter. The FAME study mentioned 
above has come to the same conclusion: 

Regardless of whether the states undertake significant further reforms, the inexorable trend 
seems to lead away from continued state regulation. If states fail to undertake significant 
reforms, the state system will become increasingly unsuitable to the current environment 
and generate tremendous pressure for wholesale change. If, on the other hand, the states 
undertake significant reforms and achieve a greater degree of uniformity, reciprocity and 
comity, those reforms will help set the stage for a further move toward federal regulation. 

There is one other consideration that the Subcommittee should keep in mind as it begins its work on reforming the 
insurance regulatory system. It is critical for the Subcommittee to continue to monitor the progress made by the 
states in all areas of regulatory modernization. As noted above, improvements in the state insurance regulatory 
system have come about largely because of the leadership of this Committee, and through your continued 
oversight of the review process. I thank you for your attention to this critical issue, and also thank Chairman 
Oxley and Rep. Kanjorski for their leadership in this area. I hope that you will continue these efforts, as they 
benefit not only the insurance industry, but also the consumers that we serve. 


In sum, Chairman Baker, I strongly agree with your early statements that Congress needs to consider short-term 
and long-term solutions. We need state-based reforms, we need continued federal oversight and pressure to reach 
uniformity in state laws, and we need you to continue laying the foundation for an optional federal charter. I urge 
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this Subcommittee to begin work now on those reforms that are easily obtainable in the short-term - such as 
further producer licensing reforms, speed-to-market, and increasing access to alternative markets - as well as the 
long-term reforms, like an optional federal charter, that may require further examination and debate before 
enactment. I thank you, Mr. Chairman, for the opportunity to testify on this important issue, and stand ready to 
assist you in meeting these important goals. 
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Introduction 

Good morning, my name is Mike Pickens. I am the Arkansas Insurance Commissioner. 
This year I am serving as President of the National Association of Insurance 
Commissioners (NAIC). I am pleased to be here on behalf of the NAIC and its members 
to provide the Subcommittee on Capital Markets, Insurance and Government Sponsored 
Enterprises with an overview and update of our efforts to modernize state insurance 
supervision to meet the true demands of the 21 st Century. 

Today, I would like to make three basic points: 

• First, NAIC and the states are well underway in our efforts to modernize state 
regulation where improvements are needed, while preserving the benefits of local 
consumer protection that is the real strength of state insurance regulation. With 
NAIC’s adoption in September 2003 of A Reinforced Commitment: Insurance 
Regulatory Modernization Action Plan, state regulators are on time and on target 
to accomplish changes needed to establish an efficient national system of 
insurance regulation in the United States. In some areas, our goal is to achieve 
national uniformity because it makes sense for both consumers and insurers. In 
areas where different standards among states are justified because they reflect 
regional consumer protection needs, we are harmonizing state regulatory 
procedures to facilitate compliance by insurers and agents doing business in those 
markets. 

• Second, insurance is a complex commercial product that is very much different 
from banking and securities. Consequently, the process for regulating insurance 
products must also be different. Insurance policies are essentially financial 
guarantees that are necessarily rooted in the contractual and tort laws of each state 
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to provide protection against unexpected and unavoidable losses that can cripple 
the lives of individuals, families, and businesses. In doing so, insurance products 
inevitably touch a host of important and often controversial social issues that 
require statutory code language in every state. 

• Third, we strongly believe effective national regulation does not mean federal 
regulation. Involving the federal government will not simplify the complexity of 
insurance issues, nor diminish their number, nor smooth the process of regulating 
them. Instead, federal intervention in supervising insurance will simply add 
additional layers of harmful uncertainty, confusion, and cost for policyholders and 
claimants regarding who is in charge of the payment system when they are most 
vulnerable to the stresses of life’s disasters and personal losses. Any federal 
legislation dealing with insurance regulation carries the risk of undermining state 
consumer protections through unintended or unnecessary preemption of state laws 
and regulations. Creating an optional federal charter and its related regulatory 
apparatus would have a serious negative impact on the state regulatory system, 
including our efforts to make improvements in areas sought by proponents of a 
federal charter. Ultimately, a federal regulator will adversely affect necessary 
state premium taxes and other revenues, which totaled $16.7 billion in 2002. 

State Regulatory Modernization: On Time and On Target 

The state regulatory system is inherently strong when it comes to protecting consumers 
because we understand local needs and local market conditions. However, we agree with 
critics that there is a need to make the system more uniform, reciprocal, and efficient. In 
March 2000, the nation’s insurance commissioners committed to modernizing the state 
system by unanimously endorsing an action plan entitled Statement of Intent - The 
Future of Insurance Regulation. Working in our individual states and collectively 
through the NAIC, we have made tremendous progress in achieving an efficient, pro- 
competitive-market regulatory system for the business of insurance. Following is a 
snapshot of state regulators’ unprecedented accomplishments. 
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Producer Licensing and Reciprocity 

• Adopted the Producer Licensing Model Act (PLMA) that 49 states have enacted. 

• By year-end 2002, 36 states had implemented State Licensing Reciprocity, far 
exceeding the federal mandate. To date, 41 states now implement SLR. 

• The NAIC’s affiliate, the National Insurance Producer Registry (NIPR), created the 
Producer Database, which holds information relating to over 3 million insurance 
agents and brokers. 50 states, the District of Columbia, and Puerto Rico now use the 
Producer Database to share information. 1,200 insurers also utilize it. 

• 15 states now use the NIPR Gateway, a system that links state regulators 
electronically with insurance companies to facilitate the exchange of producer 
information. NIPR allows for the exchange of non-resident license applications, 
appointment renewals and termination information. 

• Created a streamlined company licensing system via uniform filing requirements and 
electronic processing, called the Uniform Certificate of Authority Application 
(UCAA). 5 1 jurisdictions now accept the UCAA licensing application. 

Speed to Market 

• Created the System for Electronic Rate and Form Filing (SERFF) in 2001 . 

• As of September 30, 2003, more than 55,000 filings were submitted via SERFF to the 
states, a 120% increase over all filings in 2002. Approximately 50 percent of SERFF 
filings are property/casualty, 40 to 45 percent are life, and the balance are health. The 
2003 goal is 75,000 filings. 
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• Total number of insurance companies licensed to use SERFF now exceeds 950, 
including major players such as Prudential, Liberty Mutual, Manulife, The Hartford 
and Zurich American. 

• To date, 49 states and the District of Columbia accept property/casualty filings via 
SERFF, 48 jurisdictions accept life insurance filings via SERFF, and 41 jurisdictions 
accept health insurance filings via SERFF. 

• Our goal is all states accepting rate and form filings via SERFF, for all lines of 
insurance and all filing types, by December 31, 2003. 

• Average turnaround time for filings made via SERFF is only 1 7 days. 

Market Conduct and Consumer Protection 


• Drafted the Uniform Examination Outline 

• 42 states currently certify compliance with two or more of the following exam areas: 
scheduling, pre-exam planning, procedures, and reports. 

• Created the Consumer Information Source (CIS) link on the NAIC Web site, allowing 
consumers to file complaints electronically, research complaint history of insurance 
companies and to search and download information on selected insurance companies. 

Reinforcing the State Commitment: The NAIC’s 2003 Regulatory Action Plan 


State regulators have now taken the next step in achieving efficient national regulation by 
developing specific program targets and establishing a common schedule for 
implementing them. At the NAIC’s Fall National Meeting in September 2003, state 
regulators adopted Reinforced Commitment: Insurance Regulatory Action Plan. This 
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landmark document - the result of lengthy discussions and negotiations - puts the states 
on a track to reach all key modernization goals at scheduled dates ranging from 
December 31, 2003 to December 31, 2008. 


Significantly, these specific regulatory program targets were developed with extensive 
input from industry and consumer representatives who are active in the NAIC’s open 
committee process. To our knowledge, every legitimate complaint regarding inefficiency 
and redundancy in the state system has been effectively addressed by our new regulatory 
action plan that will phase-in the necessary improvements over the next five years. Even 
if an alternative federal regulatory system were set up tomorrow, there is no way it could 
achieve these improvements on a schedule that comes close to the aggressive timetable 
which state regulators have adopted voluntarily. 


The NAIC is not alone in endorsing state action as the basis for achieving regulatory 
modernization. We are joined in our resolve by the National Conference of State 
Legislatures, the National Conference of Insurance Legislators, and the Council of State 
Governments. Each of these state groups has recently passed official resolutions 
supporting state regulatory reforms and opposing federal legislation that would preempt 
or interfere with state regulation. Copies of these resolutions are attached to this 
statement as Attachment B. 


Thus we have a specific action plan, a set timetable for implementing it, and joint support 
from other state officials who are responsible for changing state laws to get the job done. 
The reasons for adopting the goals in the new NAIC regulatory action plan are explained 
well in the document’s introduction: 


States have met the challenge of regulating a national and international 
business on a fifty state basis using a number of innovative mechanisms. The 
NAIC Financial Regulation and Accreditation Standards Program has served the 
insurance industry and consumers well for the past fourteen years. The program 
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has ensured coherent financial solvency oversight and has proven to be a highly 
effective approach within the state-based system. As licensing states substantially 
defer to the insurer’s home state for nearly all aspects of financial and solvency 
regulation, the state solvency system promotes intelligent and efficient use of 
finite regulatory resources. By focusing on those insurers that pose solvency 
risks, this system has strengthened protection of policyholders and benefited both 
the insurance industry and policyholders by minimizing regulatory costs. While 
NA1C members continue to seek greater effectiveness and improvements to the 
financial standards of the program, it can serve as a template for market based 
regulatory reforms. 

Using this state-based solvency system as a model, the members of the 
NAIC will design and implement similar uniform standards for producer 
licensing, market conduct oversight, and rate and form regulation. In addition, the 
NAIC will expand the existing financial regulation framework to institute true 
uniformity and reciprocity in company licensing requirements, and further 
enhance financial condition examinations, and changes of an insurer’s control 
during mergers and acquisitions. 


Creating a truly national - but not “federal” - system of regulation has been a long-term 
goal of NAIC and state insurance regulators. What’s new is we now have a realistic, 
detailed action plan for meeting that goal. 

Specific Action Goals in the NAIC Plan 

The NAIC’s 2003 action plan with current updates on the progress made is appended as 
Attachment A. It’s useful to focus on the NAIC’s declared principles and goals reflecting 
our commitment to continue modernizing insurance regulation: 

I. Consumer Protection 


"An open process ... access to information and consumers’ views ... our primary 
goal is to protect insurance consumers, which we must do proactively and 
aggressively, and provide improved access to a competitive and responsive 
insurance market. ” 
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II. Market Regulation 


“Market analysis to assess the quality of every insurer 's conduct in the 
marketplace, uniformity, and interstate collaboration ... the goal of the market 
regulatory enhancements is to create a common set of standards for a uniform 
market regulatory oversight program that will include all states. ” 


III. Speed-to-Market for Insurance Products 


"Interstate collaboration and filing operational efficiency reforms ... state 
insurance commissioners will continue to improve the timeliness and quality of 
the reviews given to insurers’ filings of insurance products and their 
corresponding advertising and rating systems. ’’ 


IV. Producer Licensing 


“Uniformity of forms and process ... the NAIC 's broad, long-term goal is the 
implementation of a uniform, electronic licensing system for individuals and 
business entities that sell, solicit or negotiate insurance. ’’ 

V. Insurance Company Licensing 


“Standardized filing and baseline review procedures. ..the NAIC will continue to 
work to make the insurance company licensing process for expanding licensure as 
uniform as appropriate to support a competitive insurance market." 

VI. Solvency Regulation 


“ Deference to lead states ... state insurance regulators have recognized a need to 
more fully coordinate their regulatory efforts to share information proactively, 
maximize technological tools, and realize efficiencies in the conduct of solvency 
monitoring. ” 


VII. Change In Insurance Company Control 


"Streamline the process for approval of mergers and other changes of control. " 
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NAIC members understand these goals present difficult challenges. However, with the 
active support and participation of governors and state legislators, and other law and 
policymakers, as well as industry and consumer advocates, we are confident NAIC 
member states will achieve these goals. 

Insurance is a Complex Commercial Product that Demands Local Regulation 

Paying for insurance products is one of the largest consumer expenditures of any kind for 
most Americans. Figures compiled by the NAIC show that an average family can easily 
spend a combined total of $4,500 each year for auto, home, life, and health insurance 
coverage. This substantial expenditure - often required by law or business practice - is 
typically much higher for families with several members, more than one car, or additional 
property to insure. Consumers clearly have an enormous financial and emotional stake in 
making sure insurers keep the promises they make to us. 

Protecting insurance consumers in a world of hybrid institutions and products must start 
with a basic understanding that insurance is a different business than banking and 
securities. Insurance is a commercial product based upon subjective business decisions 
such as these: Will an insurance policy be offered to a consumer? At what price? What 
are the policy terms and conditions? Is a claim filed by a policyholder valid? If so, how 
much should the customer be paid under the policy terms? All of these subjective 
business decisions add up to one absolute certainty: Insurance products can generate a 
high level of consumer backlash and customer dissatisfaction that requires a higher level 
of regulatory resources and responsiveness. 

As regulators of insurance, state governments are responsible for making sure the 
expectations of American consumers - including those who are elderly or low-income - 
are met regarding financial safety and fair treatment by insurers. State insurance 
commissioners are the public officials who are appointed or elected to perform this 
consumer protection function. Nationwide in 2002, we employed more than 13,000 
regulatory personnel and spent $947 million to be the watchful eyes and helping hands on 
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consumer insurance problems. We helped consumers collect tens of millions of dollars in 
claims payments. The states also maintain a system of financial guaranty funds that 
cover personal losses of consumers in the event of an insurer insolvency. 

It is important for Congress to note that the entire state insurance system is authorized, 
funded, and operated at absolutely no cost to the federal government. 

There have been charges from some industry groups that the state regulatory system is 
inefficient and burdensome, and that a single federal regulator would be better. However, 
the NAIC and its members do not believe the consumers we serve each day think we are 
inefficient or burdensome when compared to the agencies and departments of the federal 
government. During 2001, we handled approximately 3.6 million consumer inquiries and 
complaints regarding the content of their policies and their treatment by insurance 
companies and agents. Many of those calls were resolved successfully at little or no cost 
to the consumer. 

Unlike banking and securities, insurance policies are inextricably bound to the separate 
legal systems of each state. The policy itself is a contract written and interpreted under 
the laws of each state. When property, casualty, and life claims arise, their legitimacy 
and amounts must be determined according to individual state legal codes. 
Consequently, the constitutions and statute books of every state are thick with language 
laying out the rights and responsibilities of insurers, agents, policyholders, and claimants. 
State courts have more than 100 years experience interpreting and applying these state 
laws and judgments. 

There is no way the federal government could possibly replicate the specific expertise of 
state legislatures, regulators, and courts to successfully interpret the contractual and tort 
laws of 50 states and the District of Columbia. Moreover, there is no reason for the 
federal government to do so when the states have a specific modernization plan and 
timetable to get the job done. 
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Federal Legislation Must Not Undermine State Modernization Efforts 

The NAIC and its members believe Congress must be very careful in considering 
potential federal legislation to achieve modernization of insurance regulation in the 
United States. Even well-intended and seemingly benign federal legislation can have a 
substantial adverse impact on existing state laws and regulations designed to protect 
insurance consumers. Because federal law preempts conflicting state laws under the 
United States CONSTITUTION , hastily drafted or vague federal laws can easily 
undermine or negate important state legal protections for American consumers. 

When Congress passed the Gramm-Leach-Bliley Act (GLBA) in 1999, it acknowledged 
once again that states should regulate the business of insurance in the United States, as set 
forth originally in the McCarran-Ferguson Act. There was a careful statutory balancing 
of regulatory responsibilities among federal banking and securities agencies and state 
insurance departments, with the result that federal agencies would not be involved in 
making regulatory determinations about insurance matters. 

Even though Congress tried very hard in GLBA to craft language that would not 
unnecessarily preempt state laws, there have already been disagreements about the extent 
to which federally-chartered banks may conduct insurance-related activities without 
complying with state laws. Under GLBA, no state law may “prevent or significantly 
interfere” with the ability of a federally-chartered bank to conduct insurance-related 
business permitted by GLBA. Federally-chartered banks, with support from OCC, are 
aggressively asserting their perceived rights under GLBA to preempt important state 
consumer protections and conduct insurance-related business unhindered by state laws. 
The limited entry of federally-chartered banks into insurance has thus become a source of 
uncertainty, dispute and an un-level playing field, despite the best efforts of Congress to 
avoid this very result. 

We fully expect that creating a federal charter for insurers, along with its large, complex, 
and costly federal regulatory structure, will cause far greater problems for states and 
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insurance regulation in general than those resulting from the GLBA provisions dealing 
with banks. Federally-chartered insurers would certainly insist state laws involving 
solvency and market conduct cannot “prevent or significantly interfere” with their 
federally-granted powers to conduct insurance business anywhere in the United States. A 
federal insurance charter with its associated laws and regulations must necessarily 
parallel every aspect of existing state laws and regulations, meaning potential conflicts 
between state and federal laws will likely occur across the board. The result would be 
years of protracted, costly litigation, as well as market and regulatory confusion that will 
benefit the legal community rather than insurance providers and consumers. 

One of the great strengths of state insurance regulation is the fact it is rooted in other state 
laws that apply when insurable events occur. The NAIC urges Congress to avoid 
undercutting state authority in considering any federal legislation that would preempt 
important consumer protections or create a federal insurance charter. Federal laws that 
appear simple on their face can have devastating consequences for state insurance 
departments trying to protect the public. 

The Impact of Federal Chartering on State Regulation Will Not Be “Optional” 

Some industry representatives have said a federal charter merely adds an optional choice 
to the insurance regulatory system in the United States, and that it would not seriously 
affect the existing state system. In America’s heartland, folks might refer to such claims 
as “hogwash.” A federal charter may be optional for an insurer choosing it, but the 
negative impact of federally-regulated insurers will not be optional for consumers, 
producers, state-chartered insurers, state governments, and local taxpayers who are 
affected, even though they have little or no real say in the choice of a federal charter. 

Let’s be clear about the impact of a federal insurance regulator upon state regulation and 
our ability to protect consumers: The federal government is not an equal regulatory 
partner because it can preempt state laws and regulations . This simple fact contradicts 
the very foundation of insurance in the United States; because insurance products are 
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uniquely intertwined and dependent upon state law for everything from underwriting 
standards, to pricing, to claims procedures, to legal resolution of disputes. There is no 
logical or practical way to divorce insurance regulation from the state laws that give rise 
to we consumers’ insurance products. 

Despite our different sizes, geography, and market needs, states work together through 
the NAIC as legal equals under the present system. We find solutions as a peer group 
through extensive discussion and debate, give-and-take and mutual respect, knowing that 
no single state can force its own will over the valid concerns and objections of other 
states. Keeping in mind the original purpose of regulation is to protect all of us 
consumers, we believe this participatory democracy and state decision-making, based 
upon the political and business realities of local markets, is a major strength of the state- 
based system for protecting our fellow consumers and regulating insurers and agents. 

A federal insurance regulator would not be just another member of NAIC. Instead, it 
would be a super-agency with power to intervene and overrule every state government 
and territory under United States jurisdiction. The local needs and wants of citizens 
protected under state laws would be subjugated to the national agenda of insurers and 
regulators located “Inside-the-Beltway.” 

Ultimately, a federal charter and its regulatory system would result in at least two 
separate insurance systems operating in each state. One would be the current department 
of insurance established and operated under state law and government supervision. This 
system will continue responding directly to state voters and taxpayers, including the 
statewide election of the insurance commissioner in twelve states. 

A second system would be a new federal regulator with zero experience or grounding in 
the local state laws that control the content of insurance policies, claims procedures, 
contracts, and legal rights of citizens in tort litigation. Nonetheless, this new federal 
regulator would undoubtedly have the power to preempt state laws and authorities that 
disagree with the laws that govern policyholders and claimants of state-chartered 
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insurers. At the very least, this situation will lead to consumer, market and regulatory 
overlap and confusion. At worst, it will lead to varying levels of consumer protection, 
perhaps even a “race to the bottom” to lower consumer protection standards, based upon 
whether an insurer is chartered by federal or state government. 

Granting a government charter for an insurer means taking full responsibility for the 
consequences, including the costs of insolvencies and consumer complaints. The states 
have fully accepted these responsibilities by covering all facets of insurance licensing, 
solvency monitoring, market conduct, and handling of insolvent insurers. The NAIC 
does not believe Congress will have the luxury of granting insurer business licenses 
without also being drawn into the full range of responsibilities and hard-hitting criticism - 
-- fair and unfair - that go hand-in-hand with a government charter to underwrite and sell 
insurance. Furthermore, we doubt states will be willing to accept responsibility for the 
mistakes or inaction of a federal regulator by including federal insurers under state 
guaranty funds and other important, proven consumer protection laws. 

Conclusion 

The system of state insurance regulation in the United States has worked well for 125 
years. State regulators understand that protecting America’s insurance consumers is our 
first responsibility. We also understand commercial insurance markets have changed, 
and that modernization of state insurance standards and procedures is needed to facilitate 
less costly and less burdensome regulatory compliance for insurers and producers. 

We respectfully request Congress and insurance industry participants to work with us to 
implement the specific improvements set forth in state regulators’ A Reinforced 
Commitment: Insurance Regulatory Modernization Action Plan through the state 
legislative system. This is the only practical, workable way to achieve necessary changes 
quickly in a manner that preserves the state consumer protections we consumers demand. 
This state-based regulatory reform approach far exceeds having a highly-politicized 
“insurance czar” in Washington, D.C., along with the huge, costly, isolated federal 
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bureaucracy that will accompany it. This state-based reform track rewards the citizens 
and consumers in each state by giving us necessary control over important aspects of 
insurance and claims procedures that affect our and our families’ financial security in the 
communities where we live. 

The NAIC and its member states have fully cooperated over the years with important 
inquiries by Congress into the adequacy of the state regulatory system. We believe these 
inquiries have been productive, and have clearly demonstrated why local and regional 
state regulation of insurance is the very best way to meet the demands of consumers for 
this unique financial product. We will continue to work with Congress and within state 
government to improve the national efficiency of state insurance regulation, while at the 
same time preserving our longstanding proven and successful dedication to protecting 
American consumers. 

Insurance regulatory modernization and protection of our fellow insurance consumers are 
not, nor should they ever be, mutually exclusive notions. We can and must achieve both 
these important objectives. 
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ATTACHMENT A 


* * 


* 


NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 

“A REINFORCED COMMITMENT: INSURANCE REGULATORY 
MODERNIZATION ACTION PLAN” 


Update Status as of November 2003 


I. Consumer Protection 

An open process ... access to information and consumers ' views ... our primary goal is 
to protect insurance consumers, which we must do proactively and aggressively, and 
provide improved access to a competitive and responsive insurance market. 

The NAIC members will keep consumer protection as their highest priority by: 

(1) Providing NAIC access to consumer representatives and having an active 
organized strategy for obtaining the highly valued input of consumer representatives 
in the proceedings of all NAIC committees, task forces, and working groups; 

Undate: To help ensure active and organized consumer representation, 
the NAIC provides funding for thirteen consumer representatives to 
participate in NAIC activities. The NAIC also formally recognizes four 
un-funded consumer representatives. Finally, the NAIC’s Consumer 
Protections Working Group provides a formal structure for consumer 
issues. 

(2) Developing disclosure and consumer education materials, including written and 
visual consumer alerts, to help ensure consumers are adequately informed about the 
insurance market place, are able to distinguish between authorized an unauthorized 
insurance products marketed to them, and are knowledgeable about state laws 
governing those products; 

Update: The NAIC’s Unauthorized Media Outreach Subgroup adopted 
the following recommendations during the NAIC Fall National Meeting: 

1 . The subgroup recommends the NAIC “Get Smart Week” highlight 
unauthorized entity operations; 
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2. The subgroup recommends the NAIC establish a centralized 
repository to facilitate the sharing of states’ articles, press releases 
and media outreach efforts regarding unauthorized entities; 

3. The subgroup recommends the completion of a Fiscal Impact 
Statement to pursue NAIC funding for a more detailed and on- 
going media outreach campaign; 

4. The subgroup recommends NAIC staff survey the states to 
determine state restrictions regarding funding from third parties for 
consumer education efforts; and 

5. The subgroup recommends the incorporation of educational 
materials regarding unauthorized entities into states’ pre-licensing 
and continuing education requirements for producers. 

The implementation of these initiatives will begin in late 2003 and 
continue through 2004. 

(3) Providing an enhanced Consumer Information Source (CIS) as a vehicle to 
ensure consumers are provided access to the critical information they need to make 
informed insurance decisions; 

Update: The CIS provides consumers with a means for obtaining 
complaint trends on insurance companies and file complaints with the 
appropriate state insurance department. The most recent enhancement to 
the CIS was the posting of key financial information designed to provide 
the average consumer with an easier way to view and understand 
important financial information about insurance companies. The 
Consumer Protections Working Group continues to monitor the CIS to 
ensure additional information is made available as necessary. 

(4) Reviewing and assessing the adequacy of consumer remedies, including state 
arbitration laws and regulations, so that the appropriate forums are available for 
adjudication of disputes regarding interpretation of insurance policies or denials of 
claims; and 


Update: The Consumer Protections Working Group held two public 
hearings in 2003 to review and assess the adequacy of state arbitration 
laws and regulations. The working group will make its final assessment 
and recommendations on this issue during the NAIC Winter National 
Meeting in December 2003. The Consumer Protections Working Group 
and the Consumer Liaison Committee will continue to serve as the 
appropriate forums for discussing and assessing consumer remedies. 

(5) Developing and reviewing consumer protection model laws and regulations to 
address consumer protection concerns. 
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Update: The Consumer Protections Working Group oversees this effort 
as necessary. 

. Market Regulation 

Market analysis to assess the quality of every insurer 's conduct in the marketplace, 
uniformity, and interstate collaboration ... the goal of the market regulatory 
enhancements is to create a common set of standards for a uniform market regulatory 
oversight program that will include all states. 

The NAIC has established market analysis, market conduct, and interstate 
collaboration as the three pillars on which the states’ enhanced market regulatory system 
will rest. The NAIC recognizes that the marketplace is generally the best regulator of 
insurance-related activity. However, there are instances where the market place does not 
properly respond to actions that are contrary to the best interests of its participants. A 
strong and reasonable market regulation program will discover these situations, thereby 
allowing regulators to respond and act appropriately to change company behavior. 

Market Analysis 

While all states conduct market analysis in some form, it is imperative that each 
state have a formal and rigorous market analysis program that provides consistent and 
routine reports on general market problems and companies that may be operating outside 
genera] industry norms. To meet this goal: 

(1) Each state will produce a standardized market regulatory profile for each 
“nationally significant” domestic company. The creation of these profiles will 
depend upon the collection of data by each state and each state’s full 
participation in the NAIC’s market information systems and new NAIC 
market analysis standards; and 

Update: The Market Information Systems Working Group (MAWG) is 
reviewing the current data codes, reporting structure and reports available 
from the NAIC’s market information systems. The NAIC continues to 
encourage full state participation in all of the market information systems 
(Regulatory Information Retrieval Systems, Complaint Database System, 
Special Activities Database and Exam Tracking System). Based upon the 
information contained in these databases, NAIC staff is developing 
automated programs that will generate standardized market regulatory 
profiles, which will include the following 5-year information for each 
company: (1) state specific premium volume written, (2) modified 
financial summary profile, (3) complaints index report, (4) regulatory 
actions report, (5) special activities report, (6) closed complaints report, 
(7) exam tracking systems summary, (8) modified IRIS ratios, (9) defense 
const against reserves information and (10) Schedule T information. 
While some of this information can already be generated, the ability to 
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generate a full report of this information should be available by March 1, 
2004. 

(2) Each state will adopt uniform market analysis standards and procedures and 
integrate market analysis with other key market regulatory functions. 

Update: The NAIC is in the process of developing a Market Analysis 
Handbook, which is scheduled for adoption at the NAIC Winter National 
Meeting in December 2003. The guidelines in this handbook will provide 
states with uniform market analysis, standards, and procedures, which will 
integrate market analysis with other regulatory functions. The purpose of 
the market analysis handbook is to identify data and other information that 
is available to regulators, and provide guidance on how that data can be 
used to target the most significant market problems. In addition to helping 
identify potential problems, the handbook will help states develop a more 
detailed understanding of the marketplace to target their regulatory 
resources more efficiently. If used consistently and uniformly by the 
states, the handbook also should facilitate interstate collaboration by 
giving states a common baseline of knowledge from which to pursue 
collaborative actions. 

The market conduct annual statement is a pilot project designed to 
determine whether a market conduct annual statement could serve as a 
market analysis tool that all states could use to review market activity of 
the entire insurance marketplace consistently and identify companies 
whose practices are outside normal ranges. If the pilot is a success, this 
will be a tool to help states more effectively target market regulatory 
efforts. By using common data and analysis, states would have a uniform 
method of comparing companies’ performance not only within their 
respective states, but also across the various states, thus providing 
enhanced opportunities for coordinating market regulatory efforts. This 
increased analysis, targeting, and coordination should result in fewer 
duplicative regulatory efforts. As the statement develops, states should be 
able to reduce the number of state-specific data calls and collect data about 
claims, non-renewals and cancellations, replacement-related activity and 
complaints on an industry-wide basis. 

In the pilot, information is being collected for personal lines, life and 
annuity products. If a company’s performance appears to be unusual as 
compared to the industry, states will undertake further review of that 
company. The additional review may range from calling the company for 
further information to pursuing further analysis or conducting an 
examination. 

In 2002, nine pilot states (CA, IL, MD, MO, NE, OH, OR, PA and WI) 
began collecting data from life insurers. The life data has now been 
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received and analyzed. Based upon this analysis, specific companies have 
been identified for additional scrutiny and an appropriate regulatory 
response. 

The pilot states also are working with P&C insurers. P&C insurers were 
required to submit data for the period from January 1, 2003 through June 
30, 2003 by September 1, 2003. Assuming there are no data quality 
issues, the pilot states will complete their analysis of the data by 
November 2003. During the NAIC 2003 Winter National Meeting in 
December 2003, the pilot states will discuss their results for the property 
and casualty industry, identify common companies of concern and propose 
coordinated responses where appropriate. 

Market Conduct 

States will also implement uniform market conduct examination procedures that 
leverage the use of automated examination techniques and uniform data calls; and 

(1) States will implement uniform training and certification standards for all 
market regulatory personnel, especially market analysts and market conduct examiners; 
and 


Update: The NAIC currently offers training on the Market Conduct 
Examiners Handbook. In 2004, the NAIC will offer a new program 
addressing market analysis techniques. Additional detail regarding 
uniform training and certification standards will be developed in 2004. 

(2) The NAIC’s Market Analysis Working Group will provide the expertise and 
guidance to ensure the viability of uniform market regulatory oversight while preserving 
local control over matters that directly affect consumers within each state. 

Update: The Market Analysis Working Group (MAWG) is already a 
functioning group with draft protocols to be followed for the coordination 
and collaboration of market regulatory intervention. These protocols will 
be further refined in 2003 and should be finalized in early 2004. MAWG 
is analogous to the NAIC’s Financial Analysis Working Group, and will 
continue to serve as the focal point for the coordination of market 
regulatory efforts while preserving local control for matters that directly 
affect consumers within each state. 

Interstate Collaboration 


The implementation of uniform standards and enhanced training and 
qualifications for market regulatory staff will create a regulatory system in which states 
have the confidence to rely on each other’s regulatory efforts. This reliance will create a 
market regulatory system of greater domestic deference, thus allowing individual states to 
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concentrate their market regulatory efforts on issues that are unique to their individual 
market place conditions. 

Update: To help minimize variations in market conduct examinations so 
that states can rely on each other’s findings, the NAIC adopted the Market 
Conduct Uniform Examination Outline. This outline, which was 
developed in 2002, focuses on the following four areas: (1) exam 
scheduling, (2) pre-exam planning, (3) core examination procedures and 
(4) exam reports. Forty of the fifty-five jurisdictions self-certified 
compliance with two of the four uniform examination areas in 2002. 
Thirty-two states have self certified compliance with all four uniform 
examination areas in 2003. The goal for 2003 is to have at least 40 states 
certify compliance with all four areas of exam uniformity and develop a 
process for resolving complaints about certifications. 

(1) Each state will monitor its “nationally significant” domestic companies on an 
on-going basis, including market analysis and appropriate follow up to address 
any identified problems; 

Update: As discussed above, company profile templates are being 
developed to provide a baseline for monitoring company activity. The 
Market Analysis Handbook contains a spectrum of regulatory responses 
that might be initiated. For example, the handbook identifies responses 
that could range from consumer outreach and education to a desk audit to 
an on-site examination. 

(2) Market conduct examinations of “nationally significant” companies performed by 
a non-domestic state will be eliminated unless there is a specific reason that requires a 
targeted market conduct examination; and 

Update: States are moving toward targeted examinations and 

coordinating their efforts through MAWG. 

(3) The Market Analysis Working Group will assist states to identify market activities 
that have a national impact and provide guidance to ensure that appropriate regulatory 
action is being taken against insurance companies and producers and that general market 
issues are being adequately addressed. This peer review process will become a 
fundamental and essential part of the NAIC’s market regulatory system. 

Update: To help facilitate the coordination of regulatory efforts, the 
NAIC’s Exam Tracking System (ETS) was enhanced in 2002 to make the 
reporting and sharing of market conduct examination information easier. 
As of March 2003, 26 states had entered examination information for over 
400 companies into ETS. The NAIC has been analyzing this information 
to identify multiple exam notifications for the same companies. At the 
2003 NAIC Summer National Meeting, the NAIC staff provided a list of 
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companies with multiple examinations scheduled, and the states shared 
their respective exam plans and concerns about the identified companies. 
Where overlap was noted, a lead state was designated to coordinate 
efforts. Since then, regulators have continued to discuss common 
concerns and coordinate their efforts. With increased use of ETS and 
regular opportunities for states to share information, improved 
coordination of exam efforts is well underway. 

Forty states are currently participating or have participated in at least one 
new collaborative market conduct examination during 2003. Based upon 
these efforts, the NAIC’s Market Analysis Working Group is now 
developing formalized guidelines and protocols for collaborating on 
regulatory efforts. 

III. “Speed-to-Market” for Insurance Products 

Interstate collaboration and filing operational efficiency reforms ... state insurance 
commissioners will continue to improve the timeliness and quality of the reviews given to 
insurers’ filings of insurance products and their corresponding advertising and rating 
systems. 

Insurance regulators have embarked on an ambitious ‘Speed-to-Market Initiative’ 
which covers the following four main areas: 

(1) Integration of multi-state regulatory procedures with individual state 
regulatory requirements; 

(2) Encouraging states to adopt regulatory environments that place greater 
reliance on competition for commercial lines insurance products; 

(3) Full availability of a proactively evolving System for Electronic Rate and 
Form Filing (known as ‘SERFF’) that includes integration with operational 
efficiencies (best practices) developed for the achievement of speed-to-market 
goals; and 

(4) Development and implementation of an interstate compact to develop uniform 
national product standards and provide a central point of filing. 

Update: To demonstrate that states are up to the challenge of providing 
speed to market for insurance products without sacrificing adequate 
consumer protection, a system of measurement is needed. NAIC has 
developed a set of uniform metrics that rely on the four operational 
efficiencies listed above. To date approximately 20 jurisdictions have 
reported preliminary information to the NAIC. The Action Plan 
establishes a goal of 2008 for universal use; however, those working on 
the project believe most jurisdictions will implement filing metrics long 
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before that date. It should be noted that SERFF has the necessary counting 
and reporting framework for both paper and electronic product filings. 

Integration of Multi-state Regulatory Procedures 

It is the goal that all state insurance departments will be using the following 
regulatory tools by December 31, 2008: 

(1) Review standards checklists for insurance companies to verify the filing 
requirements of a state before making a rate or policy form filing; 

Update: The review standards checklists provide a means for insurance 
companies to verify the filing requirements of a state before making a rate 
or policy form filing. The checklists contain information regarding 
specific state statutes, regulations, bulletins or case law that pertain to 
insurance issues. Currently, 45 states have developed and posted Review 
Standards Checklists to their state websites. All insurers may access the 
information for all states via the NAIC web site. 

States report that insurers taking advantage of this regulatory 
modernization have found the likelihood for successfully submitting a 
filing increases dramatically, vastly improving speed to market for 
insurers. The remaining states expect to complete their checklists and 
have them on-line by June 2004. 

(2) Product requirements locator tool, which is already in use, will be available to 
assist insurers to locate the necessary requirements of the various states to use when 
developing their insurance products or programs for one or multiple-state markets; 

Update: The product requirements locator tool is available to assist 
insurers in locating the necessary requirements of various states which 
must be used when developing insurance products for one or more states. 
This program allows someone to query a searchable NAIC database by 
product (i.e. auto insurance), requirement (i.e. cancellation statute), or 
state to determine what is needed to develop an insurance product or make 
a filing in one specific state or many states, for one type of insurance or 
for many types of insurance. Sixteen states have populated the property 
and casualty product requirements locator tool as of October 2003. The 
life product requirements locator tool is under development. The Action 
Plan establishes a goal of 2008 for universal use; however, those working 
on the project believe most jurisdictions will implement this long before 
that date. 

(3) Uniform product coding matrices, already developed, will allow uniform 
product coding so that insurers across the country can code their policy filings using a set 
of universal codes without regard for where the filing is made; and 
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Update: Product coding matrices have been developed to provide a 
uniform product naming convention and corresponding product coding, so 
that insurers across the country can seamlessly communicate with 
insurance regulators regarding product filings. This key feature forms the 
basis for counting and measuring speed to market for insurance products. 
A survey is underway to determine how many states are using these tools. 
The Action Plan establishes a goal of 2008 for universal use. However, 
those working on the project believe most jurisdictions will implement this 
long before that date. 

(4) Uniform transmittal documents to facilitate the submission of insurance 
products for regulatory review. The uniform transmittal document contains information 
that is necessary to track the filing through the review process and other necessary 
information. The goal is that all states adopt it for use on all filings and databases related 
to filings by December 3 1 , 2003. 

Update: Uniform transmittal documents were developed to permit 
uniform product coding, so that insurers across the country can code their 
policy filings using a set of universal codes without regard for where the 
filing is made. Instead of using the numerous codes developed historically 
by each individual state for its own lines of insurance, a set of common 
codes have been developed, using the annual statement blanks as a 
guideline, in an effort to eliminate the need for insurance companies to 
keep separate lists of codes for each state insurance department’s lines of 
insurance. A survey is underway to determine the extent of their use. The 
Action Plan establishes a goal of 2008 for universal use; however, those 
working on the project believe most jurisdictions will implement this long 
before that date. 

Adoption of Regulatory Frameworks that Place Greater Reliance on Competition 

States will continue to ensure that the rates charged for products are actuarially sound 
and are not excessive, inadequate or unfairly discriminatory. To the extent feasible, for 
most markets, states recognize that competition can be an effective element of regulation. 
While recognizing that state regulation is best for insurance consumers, it also recognizes 
that state regulation must evolve as insurance markets change. 

Update: The NA1C has adopted a model law that places greater reliance 
on competition for commercial lines insurance products. It is actively 
encouraging states to consider it; however, hard market conditions in the 
property and casualty insurance markets in many states make it difficult 
for state legislators to support a relaxing of rate regulatory requirements in 
a time when prices are dramatically rising for businesses seeking 
coverage. 
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Full availability of a proactively evolving System for Electronic Rate and Form Filing 
fSERFFt 

SERFF is a one-stop, single point of electronic filing system for insurance products. 
It is the goal of state insurance departments to be able to receive product filings through 
SERFF for all major lines and product types by December 2003. We will integrate all 
operational efficiencies and tools with the SERFF application in a manner consistent with 
our Speed-to-Market Initiatives and the recommendations of the NAIC’s automation 
committee. 


Update: SERFF is the ultimate answer to speed to market concerns of 
insurers. All 50 states, the District of Columbia, and Puerto Rico are 
SERFF ready. Insurers that have chosen to use SERFF are experiencing 
an average 17-day tum-aroimd time for the entire filing submission and 
review cycle. SERFF offers functionality that can enable all regulatory 
jurisdictions to accept electronic rate and form filings from insurance 
companies for all lines of insurance and product types. There are 50 states 
accepting filings for the property/casualty line of business, 42 of which are 
accepting all major lines. There are 48 states accepting life filings, 39 of 
which are accepting all major lines, and 41 states are currently accepting 
health filings via SERFF, 34 of which are accepting all major lines. 
SERFF enables states to include all operational efficiency tools such as the 
review standards checklists, requirements included in the product 
requirements locator, and uniform transmittal documents to facilitate an 
efficient electronic filing process. There are over 950 insurance 
companies licensed to use SERFF and over 55,000 filing have been 
submitted via SERFF thus far in 2003. Estimates suggest that 75,000 
filings are expected this year with between 125,000 and 150,000 expected 
in 2004. The NAIC has estimated that the total universe of filings is 
approximately 750,000 total filings in an average year. 

Implementation of an Interstate Compact 

Many products sold by life insurers have evolved to become investment-like 
products. Consequently, insurers increasingly face direct competition from products 
offered by depository institutions and securities firms. Because these competitors are able 
to sell their products nationally, often without any prior regulatory review, they are able 
to bring new products to market more quickly and without the expense of meeting 
different state requirements. Since policyholders may hold life insurance policies for 
many years, the increasing mobility in society means that states have many consumers 
who have purchased policies in other states. This reality raises questions about the logic 
of having different regulatory standards among the states. 

The Interstate Insurance Product Regulation Compact will establish a mechanism 
for developing uniform national product standards for life insurance, annuities, disability 
income insurance, and long-term care insurance products. It will also create a single point 
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to file products for regulatory review and approval. In the event of approval, an insurer 
would then be able to sell its products in multiple states without separate filings in each 
state. This will help form the basis for greater regulatory efficiencies while allowing state 
insurance regulators to continue providing a high degree of consumer protection for the 
insurance buying public. 

State insurance regulators will work with state law and policymakers with the intent 
of having the Compact operational in at least 30 states or states representing 60% of the 
premium volume for life insurance, annuities, disability income insurance and long-term 
care insurance products entered into the Compact by year-end 2008. 


Update: The NAIC adopted draft model legislation for the Interstate 
Insurance Product Regulation Compact (the “Compact”) in December 
2002. Working with the National Conference of State Legislatures 
(NCSL) and the National Conference of Insurance Legislators (NCOIL), 
as well as the American Council of Life Insurers (ACLI), the NAIC 
adopted technical amendments to the model legislation in July 2003. The 
NCSL and NCOIL have now endorsed the Compact. 

In early 2003, the model legislation was introduced in three states, 
Alabama, Indiana and Iowa. Iowa became the first state to enact the 
Compact. It is anticipated that legislation to enact the Compact will be 
introduced in 10 to 15 states during their next legislative sessions. 

As part of the effort of state insurance regulators to develop national 
product standards for life insurance, annuity, disability income insurance, 
and long-term care insurance products, the NAIC has created the Interstate 
Compact National Standards Working Group. The primary goal of this 
working group is to begin developing high-quality national product 
standards while the Compact is being implemented in the states. Not only 
will the product standards developed by this working group serve as a 
foundation for those standards developed through the Compact, they will 
also serve as an example to all that strong consumer protections will be the 
highest priority under the Compact. 

Just prior to the NAIC’s Fall National Meeting in September, the working 
group released for comment two sets of draft product standards covering 
term life insurance and variable annuities. It is anticipated that final 
adoption of these draft standards will occur either at the NAIC’s Winter 
National Meeting or shortly thereafter. Additionally, the NAIC is 
beginning to work on draft bylaws and operating procedures for the 
Compact. 
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IV. Producer Licensing Requirements 

Uniformity of forms and process ... the NAIC’s broad, long-term goal is the 
implementation of a uniform, electronic licensing system for individuals and business 
entities that sell, solicit or negotiate insurance. 

The states have satisfied GLBA’s licensing reciprocity mandates and continue to 
view licensing reciprocity as an interim step. Our goal is uniformity. 

Building upon the regulatory framework established by the NAIC in December of 
2002, the NAIC’s members will continue the implementation of a uniform, electronic 
licensing system for individuals and business entities that sell, solicit or negotiate 
insurance. While preserving necessary consumer protections, the members of the NAIC 
will achieve this goal by focusing on the following five initiatives: 

(1) Development of a single uniform application; 

Update: The Producer Licensing Working Group adopted uniform 
individual and business entity applications to be used for both resident and 
non-resident licensing. The full NAIC membership will consider the 
adoption of these applications during the NAIC Winter National Meeting 
in December 2003. 

(2) Implementation of a process whereby applicants and producers are required to 
satisfy only their home state pre-licensing education and continuing education 
(CE) requirements; 

Update: This system of CE reciprocity is already established and 
working. The NAIC continues to monitor this system to ensure CE 
reciprocity remains in place. 

(3) Consolidation of all limited lines licenses into either the core limited lines or 
the major lines; 

Update: The NAIC has adopted definitions for the following core limited 
lines, and has included these limited lines as part of the uniform 
applications: Car Rental, Credit, Crop, Travel and Surety. States are now 
in the process of consolidating all their limited lines into these core 
categories. This process will continue through the 2004 state legislative 
sessions. 

(4) Full implementation of an electronic filing/appointment system; and 

Update: Thirty-eight states and the District of Columbia have 

implemented an electronic filing/appointment system. Six states do not 
require appointments. The NAIC and its affiliate, the National Insurance 
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Producer Registry, continue to work with the remaining states to 
implement an electronic filing/appointment system. 

(5) Implementation of an electronic fingerprint system. In accomplishing these 
goals, the NAIC recognizes the important and timely role that state and 
federal legislatures must play in enacting necessary legislation. 

Update: The NAIC developed a draft Authorization for Criminal History 
Record Check Model Act, and continues to have informal discussions 
about access to the FBI with representatives of the FBI. While states are 
currently able to obtain access to the FBI database through the adoption of 
proper legislative authority, Federal law prohibits states from sharing 
criminal history record information with each other. The NAIC continues 
to seek solutions to resolve the prohibition against the sharing of 
information. 

National Insurance Producer Registry (NIPR) 

Through the efforts of NIPR, major steps have been taken to streamline the process 
of licensing non-residents and appointing producers, including the implementation of 
programs that allow electronic appointments and terminations. Other NIPR 
developments helping to facilitate the producer licensing and appointment process 
include: 


Update: There are 25 states and the District of Columbia accepting 
electronic non-resident licensing applications through NIPR with the goal 
of 35 by December 31, 2003, and 32 states is a very realistic estimate at 
this time. 

(1) Use of a National Producer Number, which is designed to eliminate sole 
dependence on using social security numbers as a unique identifier; 

Update: There are 15 states currently using the NPN as the unique 
identifier on the database, with a goal of 27 states having NPN 
implemented by December 31, 2003. 

(2) Acceptance of electronic appointments and terminations or registrations from 
insurers; 

Update: There are 38 states and the District of Columbia accepting 
electronic appointments and terminations through NIPR’s Gateway. Six 
states do not require appointments. The goal is to achieve 50 states by 
December 31, 2003. 

(3) Use of Electronic Funds Transfer for payment of fees. The goal is to have full 
state implementation of the services provided by NIPR by December of 2006. 
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Update: There are seven states using Electronic Funds Transfer for 
payment of fees, with a goal of 1 3 by December 3 1 , 2003 . 

V. Insurance Company Licensing 

Standardized filing and baseline review procedures. ..the NAIC will continue to work to 
make the insurance company licensing process for expanding licensure as uniform as 
appropriate to support a competitive insurance market. 

Except under certain limited circumstances, insurance companies must obtain a 
license from each state in which they plan to conduct business. In considering licensure, 
state regulators typically assess the fitness and competency of owners, boards of 
directors, and executive management, in addition to the business plan, capitalization, 
lines of business, market conduct, etc. The filing requirements for licensure vary from 
state to state, and companies wishing to be licensed in a number of states have to 
determine and comply with each state’s requirements. In the past three years, the NAIC 
has developed, and all states have agreed to participate in, a Uniform Certificate of 
Authority Application process that provides significant standardization to the filing 
requirements that non-domestic states use in considering the licensure of an insurance 
company. 


Update: Presently, all 50 states and the District of Columbia accept the 
NAIC’s Uniform Certificate of Authority Application (UCAA) from 
insurers desiring to do business their state. The UCAA has been under 
development for sometime and work continues to eliminate a few 
remaining state specific application filing requirements. However, many 
of these additional requirements come from state statute or regulation in a 
small number of states. 

In its commitment to upgrade and improve the state-based system of insurance 
regulation in the area of company licensing, the NAIC will: 

(1) Maximize the use of technology and pre-population of data needed for the 
review of application filings; 

Update: Internal NAIC staff meetings are underway to re-write much of 
the existing computer system. The goal of the re-write is to create a more 
automated, user-friendly system for companies. In this regard, the NAIC 
Financial Data Repository holds a significant amount of data/information 
that insurers include on the UCAA. By pre-populating much of the 
UCAA, the time and effort for making an application should be 
dramatically reduced. Furthermore, re-programming will occur to 
streamline the data/information inputs required. As noted, planning and 
design work is underway this quarter. We expect that much of the work to 
achieve these goals will be accomplished by the second quarter of 2004. 
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(2) Develop a Company Licensing Model Act to establish standardized filing 
requirements for a license application and to establish uniform licensing standards; and 

Update: The NAIC is undertaking this work to further unify the states. 
As noted above, there are some additional filing requirements to the 
UCAA in certain states. By creating an NAIC model and pushing states to 
adopt it, absolute uniformity can be achieved. In addition, through such a 
model, states will be more uniform in their standards for issuing or 
denying a certificate of authority. This will add transparency and more 
certainty to the company licensing process. This work will likely be 
initiated in the second quarter of 2004, once substantial progress is made 
in developing baseline and best practices for reviewing UCAA's. The 
Regulatory Modernization Action Plan calls for such a model to be ready 
by December 2004. 

(3) Develop baseline licensing review procedures that ensure a fair and consistent 
approach to admitting insurers to the marketplace and that provide for appropriate 
reliance on the work performed by the domestic state in licensing and 
subsequently monitoring an insurer’s business activity. 

Update: The NAIC is planning to initiate this work early next year. It is 
expected that this element of the initiative will indirectly support the work 
outlined regarding a model act. This area is likely to be the most labor 
intensive as we are looking to "break new ground". While this work will 
proceed before work on a model act, we expect that by May 2004 the two 
efforts will converge. 

As company licensing is adjunct to a solvency assessment, the members of the 
NAIC will consider expanding the Financial Regulation and Accreditation Standards 
Program to incorporate the licensing and review requirements as appropriate. This action 
will assure appropriate uniformity in company licensing and facilitate reciprocity among 
the states. As much of this work is well underway, the NAIC will implement the 
technology and uniform review initiatives, and draft the model act by December 2004. 

Update: Once the work identified has been completed and the NAIC sees 
states conforming, the model and associated review procedures and 
licensing standards will be presented to the Financial Regulation 
Standards and Accreditation (F) Committee for consideration. 

VI. Solvency Regulation 

Deference to lead states ... state insurance regulators have recognized a need to more 
fully coordinate their regulatory efforts to share information proactively, maximize 
technological tools, and realize efficiencies in the conduct of solvency monitoring 
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Deference to “Lead States” 


Relying on the concept of “lead state” and recognizing insurance companies by 
group, when appropriate, the NAIC will implement procedures for the relevant 
domestic states of affiliated insurers to plan, conduct and report on each insurer’s 
financial condition. 

Update: Two years ago, the NAIC developed a comprehensive guidance 
paper on insurance holding company oversight. In conjunction with this 
effort, the NAIC developed a "lead state" framework under which a state 
or states were designated as "lead” for various group solvency oversight 
work (e.g., financial analysis, examinations, holding company 
filings/transactions etc). This framework is still in its development stages, 
but significantly more state coordination on solvency oversight has 
occurred since its creation. Through NAIC financial processes, as well as 
at the state level, this framework continues to be used to help ensure 
effective and efficient financial regulation. 

Financial Examinations 


In regard to financial examinations, many insurers are members of a group or 
holding company system that has multiple insurers and that may have multiple 
states of domicile. These affiliated insurers often share common management 
along with claims, policy and accounting systems, and participate in the same 
reinsurance arrangements. Requirements for coordination of financial 
examinations will be set forth in the NAIC Financial Condition Examiners 
Handbook. To allow time for the states to adjust examination schedules and 
resources, such coordination will be phased in over the next 5 years, with the goal 
of full adherence to the Handbook’s guidance for examinations conducted as of 
December 2008. 

Update: This initiative aims to institutionalize the lead state framework 
and move boldly toward syncing on-site examinations of affiliated 
insurers. Much discussion on the effectiveness and efficiency of financial 
examinations has occurred during the past 2 years. Therefore, regulators 
working through the NAIC are well prepared to move forward with 
designing and implementing the requisite language in the NAIC Financial 
Condition Examiners Handbook. As this Handbook is an NAIC 
Accreditation Standard, the Financial Regulation Standards and 
Accreditation (F) Committee will consider these amendments in due 
course, which should occur by March 2005. 

Insolvency Model Act 

The NAIC will promote uniformity by reviewing the Insolvency Model Act, 
maximizing use of technology, and developing procedures for state coordination 
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of imminent insolvencies and guaranty fund coverage. The Financial Regulation 
Standards and Accreditation Committee will consider the requirements no later 
than January 1, 2008. 

Update: The Insurer Receivership Model Act (IRMA) is the primary 
model act involved, since receivership often should be obtained while 
insurers are in hazardous financial condition before they become 
insolvent. Every state has adopted a version of an NAIC model act 
dealing with insurer receiverships, but many of these are based on versions 
from the 1930’s (NAIC’s version of a draft of the Uniform Insurers 
Liquidation Act in 1936) and the 1960-70’s (NAIC Insurers Rehabilitation 
and Liquidation Model Act). The NAIC has been reviewing the IRMA to 
incorporate parts of the Uniform Receivership Law (URL) issued by the 
Interstate Insurance Receivership Compact Commission in 1998. 
Currently, the NAIC is finalizing the process of incorporating parts of the 
URL, and is also incorporating updates related to other recent issues. This 
review aims to ensure that IRMA reflects the current best practices for 
conducting statutory receiverships of insurers, and is an updated model 
that can be adopted in substantially similar form by all of the states. The 
current NAIC Accreditation Standard is that states must have a scheme for 
handling receiverships. The Financial Regulation Standards and 
Accreditation (F) Committee will consider an amendment to require 
enactments substantially similar to the IRMA in due course, which should 
occur by March 2006. 

In regard to maximizing the use of technology, the NAIC has begun 
developing a Global Receivership Information Database (GRID) to better 
capture, analyze, and report information on insurer receiverships and the 
causes of hazardous financial condition and insolvency. The system 
should be in place in 2004. The NAIC will consider making the entry of 
data into the system a requirement for the Uniform Regulation Through 
Technology designation. Information captured by the GRID should 
provide measurements of receivership procedures that can be used to 
improve them. 

In regard to developing procedures for state coordination of imminent 
insolvencies and guaranty fund coverage, the NAIC has begun drafting 
procedures for coordinating with state guaranty associations. Once work 
on the procedures has been completed and the NAIC sees states 
conforming, the procedures will be presented to the Financial Regulation 
Standards and Accreditation (F) Committee for consideration. 

VII. Changes of Insurance Company’s Control 

Streamline the process for approval of mergers and other changes of control. 
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Coordination Using “Lead States" 

Regulatory consideration of the acquisition of control or merger of a domestic 
insurer is an important process for guarding the solvency of insurers and 
protecting current and future policyholders. At the same time, NAIC members 
realize that these transactions are time sensitive and the process can be daunting 
when approvals must be obtained in multiple states. As a result, states will 
enhance their coordination and communication on acquisitions or mergers of 
insurers domiciled in multiple states by designing a system through which these 
multi-state reviews are coordinated by one or more “lead” states. 

Update: As noted above (Section VI), regulators are in process of 
implementing the NAIC lead state framework. 

Form A Database 


Insurers are required to file for approval on documents referred to as Form A 
filings when mergers or acquisitions are being considered. The NAIC has created 
a database to track these filings so that this information is available to all state 
regulators. Usage will be monitored to ensure that all states use the application to 
improve coordination of Form A reviews and to alert state regulators to problem 
filings. The Form A Review Guide and Form A Review Checklist, which contain 
procedures to be utilized when reviewing a Form A Filing, will be enhanced and 
incorporated into the existing NAIC Financial Analysis Handbook as a 
supplement NAIC members will work on amending the Accreditation Program to 
include the Form A requirements to further promote stronger solvency standards 
and state coordination, as well as an efficient process for our insurers. The Form 
A requirements will be targeted for incorporation into the Accreditation Program 
no later than January 1, 2007. 

Update: The NAIC’s Form A Database, initially released in March 2002, 
was designed to alert states to Form A filings from the same or similar 
individuals or entities in other states. Efforts continue to educate and 
inform regulators on the use and benefits of this database system to the 
regulatory community. The benefits occur largely in the area of 
coordinating on common Form A filings and identifying acquiring parties 
who are suspicious. 

Along with the NAIC’s guidance paper on insurance holding companies, 
formal review programs were designed for the various holding company 
disclosures and registration filings, including Form A's. Beginning in 
December 2003, the Insurance Holding Company Working Group will 
revisit these forms for the purpose of developing a comprehensive 
program on Form A filings. The working group will focus initially on 
how to bring about more consistent communication on multi-state Form A 
filings. This program should be completed by the fall of 2004. 
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The NAIC members will develop procedures for the seamless transfer of policy 
form approvals and producer appointments to take place contemporaneously with the 
approval of mergers or acquisitions where appropriate. We will begin developing and 
testing these procedures through pilot programs in 2003 and fully incorporate them 
system wide by 2006. 

Update: With regard to the integration of policy form approval and 
producer licensing into the M&A process, two pilot projects are underway 
to study how these two regulatory process are commonly handled by 
states. As this work is new, we expect much of 2004 will be needed to 
complete the research and to begin formulating an implementation plan. 


AAA 
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ATTACHMENT B 


Joint Resolution 

STATES AS THE SOLE REGULATORS 
OF THE BUSINESS OF INSURANCE 


WHEREAS, protecting consumers and ensuring the safety and soundness of insurance 
companies operating in the United States have been the prime objectives of state 
insurance regulation for over 150 years; and 

WHEREAS, the states have the sole authority to regulate the business of insurance as 
provided under the McCarran-Ferguson Act and as recently affirmed by the Gramm- 
Leach-Bliley Financial Services Modernization Act of 1999; and 

WHEREAS, state insurance regulation has been successful and effective, and has 
continuously adapted to change in the marketplace including but not limited to the 
challenges of financial services modernization; and 

WHEREAS, in responding to the Gramm-Leach-Bliley Financial Services 
Modernization Act, states already have successfully implemented reforms to meet the 
requirements of the law including, among other things, agent licensing reform and 
consumer financial privacy protections, and are working to develop and implement 
further efficiencies; and 

WHEREAS, governors, state legislators, and insurance commissioners have 
acknowledged the need to streamline and simplify insurance regulation for the 21 st 
century financial services marketplace and are enacting specific reforms to address 
differences in state laws and rules that can present obstacles to insurers, consumers’ 
needs, and market place efficiencies; and 

WHEREAS, some insurance companies and national associations representing insurers 
and banks support federal legislation to either establish one federal regulator of insurance 
or allow for dual federal and state insurance regulation; and 

WHEREAS, if enacted by Congress, these proposals will bifurcate insurance regulation 
between the states and the federal government, undermining the state system of consumer 
protections and financial surveillance, as well as inevitably causing a loss of jobs, taxes, 
fees, and other vital and necessary state revenues needed to effectively regulate the 
insurance market and provide revenues to support residual market programs, such as 
high-risk pools. 
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NOW, THEREFORE BE IT RESOLVED, THAT the National Conference of State 
Legislatures (NCSL), the National Conference of Insurance Legislators (NCOIL), and the 
National Association of Insurance Commissioners (NAIC) are committed to maintaining 
the States as the sole regulators of the business of insurance, and continue to support state 
efforts to streamline, simplify and modernize insurance regulation; and 

BE IT FURTHER RESOLVED, THAT the National Conference of State Legislatures 
(NCSL), the National Conference of Insurance Legislators (NCOIL), and the National 
Association of Insurance Commissioners (NAIC) will oppose any proposed Federal law 
that undermines this state authority, including allowing insurers the ability to obtain 
federal charters, or ceding any authority to federal agencies to regulate financial 
institutions involved in the business of insurance. 

BE IT FURTHER RESOLVED, THAT a copy of this resolution shall be sent to the 
President of the United States, the Secretary of the Treasury, and all members of the 
United States Senate and the United State House of Representatives. 


State Representative Kathleen Keenan, Vermont State Representative Donna Stone, Delaware 

President, National Conference of Insurance Legislators Chair, Standing Committee on Financial Services 

National Conference of State Legislatures 

— - 

Mike Pickens, Commissioner of Insurance, Arkansas 
President, National Association of Insurance Commissioners 
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THE COUNCIL OF STATE GOVERNMENTS 
CSG GOVERNING BOARD/EXECUTIVE COMMITTEE 
RESOLUTION ON 

STATES AS THE SOLE REGULATORS 
OF THE BUSINESS OF INSURANCE 

WHEREAS, protecting consumers and ensuring the safety and soundness of insurance 
companies operating in the United States have been the prime objectives 
of state insurance regulation for over 1 50 years; and 

WHEREAS, the states have the sole authority to regulate the business of insurance as 
provided under the McCarran-Ferguson Act and as recently affirmed by 
the Gramm-Leach-Bliley Financial Services Modernization Act of 1 999; 
and 

WHEREAS, state insurance regulation has been successful and effective, and has 
continuously adapted to change in the marketplace including but not 
limited to the challenges of financial services modernization; and 

WHEREAS, in responding to the Gramm-Leach-Bliley Financial Services 

Modernization Act, states already have successfully implemented reforms 
to meet the requirements of the law including, among other things, agent 
licensing reform and consumer financial privacy protections, and are 
working to develop and implement further efficiencies; and 

WHEREAS, governors, state legislators, and insurance commissioners have 

acknowledged the need to streamline and simplify insurance regulation for 
the 21st century financial services marketplace and are enacting specific 
reforms to address differences in state laws and rules that can present 
obstacles to insurers, consumers’ needs, and market place efficiencies; and 

WHEREAS, some insurance companies and national associations representing insurers 
and banks support federal legislation to either establish one federal 
regulator of insurance or allow for dual federal and state insurance 
regulation; and 

WHEREAS, if enacted by Congress, these proposals will bifurcate insurance regulation 
between the states and the federal government, undermining the state 
system of consumer protections and financial surveillance, as well as 
inevitably causing a loss of jobs, taxes, fees, and other vital and necessary 
state revenues needed to effectively regulate the insurance market and 
provide revenues to support residual market programs, such as high-risk 
pools. 
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NOW, THEREFORE BE IT RESOLVED, THAT the Council of State Governments 
is committed to maintaining the States as the sole regulators of the business of insurance, 
and continue to support state efforts to streamline, simplify and modernize insurance 
regulation; and 

BE IT FURTHER RESOLVED, THAT the Council of State Governments will oppose 
any proposed Federal law that undermines this state authority, including allowing 
insurers the ability to obtain federal charters, or ceding any authority to federal agencies 
to regulate financial institutions involved in the business of insurance. 

BE IT FU RTHER RESOLVED, THAT a copy of this resolution shall be sent to the 
President of the United States, the Secretary of the Treasury, and all members of the 
United States Senate and the United State House of Representatives. 


Adopted this 26 lh Day of October, 2003, at the 
CSG Annual State Trends and Leadership Forum 
In Pittsburgh, Pennsylvania 


Governor Mike Huckabee 
2003 CSG President 


Representative Daniel Bosley 
2003 CSG Chair 
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AND GOVERNMENT SPONSORED ENTERPRISES 

FINANCIAL SERVICES COMMITTEE 

UNITED STATES HOUSE OF REPRESENTATIVES 


November 5, 2003 


Good afternoon Chairman Baker, Ranking Member Kanjorski, and Members of the 
Subcommittee. My name is Ronnie Tubertini, and I am pleased to have the opportunity to give 
you my views on the current state of insurance regulation and on the role Congress can play to 
reform and improve our regulatory system. I am President and CEO of SouthGroup Insurance 
and Financial Services, Mississippi’s largest privately owned insurance agency. SouthGroup 
Insurance and Financial Services is a Jackson-based insurance agency employing 1 20 people in 
17 locations across the state. Although based in Mississippi, SouthGroup writes business in over 
20 states and provides foreign coverage for clients operating outside of the United States. My 
agency represents over 50 insurance companies. 

I. Introduction 

At the outset, Chairman Baker, 1 must applaud the Subcommittee and full Committee’s 
continued interest in these important issues as we have many challenges facing the state-based 
system of insurance regulation. As you have heard in previous hearings, and as I will testify 
today, the need for meaningful reform has increased dramatically in recent years. The enactment 
of financial services modernization legislation, the convergence of the financial services 
marketplace, the global nature of the insurance industry, and the emergence of electronic 
commerce are among the catalysts that have led many observers to reconsider the manner in 
which states regulate the business of insurance. The desire for reform has become so pressing 
that some segments of the industry have actually expressed support for federal regulation of our 
business. Proponents of such proposals argue that federal insurance regulation will promote 
greater uniformity, reduce costs, and cause less frustration than the current multi-state system. 
Other segments of the industry, including the NAIC, continue to push for reforms of state 
regulation in state capitals across the country and make the case that federal regulation is both 
dangerous and unnecessary. 
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In my testimony today, I will outline some of the problems and challenges that my agency faces. 
I will also provide the Subcommittee with my thoughts concerning the NAIC’s recently unveiled 
action plan and my personal observations regarding the concept of federal insurance regulation. 
Finally, I will close with an outline of what I believe is the most effective manner in which to 
obtain regulatory reform of our industry in a timely fashion. 

II. Challenges Facing Insurance Agents and Brokers 

Like the vast majority of insurance agents and brokers, I provide insurance services to 
consumers, households, and business in multiple states, and my personal experiences with the 
existing regulatory system lead me to believe that insurance regulation must be reformed and 
modernized. Let me focus on two issues in particular - agent/broker licensing and product 
regulation. 

The most significant burden facing my agency and my employees is compliance with the 
licensing requirements of the 20 states in which we operate. Insurance producers of all kinds - 
whether operating in large commercial centers or small communities - face unnecessary 
bureaucratic hurdles that are imposed by distinct and often idiosyncratic licensing laws. 

Although most states have now enacted licensing reform statutes that provide reciprocity to 
licensed agents and brokers, various burdens and difficulties remain. Several of the larger states 
still have not enacted licensing reciprocity, and many of the states that did pass licensing reform 
deviated from the NAIC’s model law. The resulting lack of uniformity and consistency among 
the states makes compliance a challenge, and states still differ dramatically in the manner in 
which they handle nonresident licensing and renewals. 

My agency is also incorporated, and our corporate status creates special hurdles and delays for us 
when we seek licenses in other states. While some jurisdictions simply require us to (1) prove 
that we are licensed and in good standing in Mississippi, (2) complete the NAIC’s uniform 
application, and (3) submit the appropriate fee, other states impose additional requirements. In 
some states, for example, we are also required to complete the lengthy and expensive process of 
registering our agency as a foreign corporation. While we have found that state insurance 
departments are increasingly responsive and timely in their processing of applications, state 
secretaries of state are often much slower to act. 

An additional bureaucratic challenge is the requirement imposed by some states that requires my 
agency and our producers to obtain letters of certification from the Mississippi Department of 
Insurance in order to obtain a nonresident license. This requirement is especially peculiar to me 
in light of the development of the Producer Database (PDB), the nationwide repository of agent 
and broker licensing information that is maintained by the National Insurance Producer Registry 
(NIPR). Within seconds, the PDB can provide an insurance regulator with real-time information 
about a person’s licensing status, yet many states require me to obtain a paper letter of 
certification to show that I am licensed and in good standing. In my view, many states and 
regulators are not taking full advantage of the PDB’s ability to provide quick and up-to-the- 
minute information about a particular agent or agency, and it is my hope that states will eliminate 
the letter of certification requirement. Some states have already taken this step, which has made 
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the licensing process more efficient, but others have taken the unappealing step of requiring the 
agency to obtain a copy of the PDB printout and provide it to the department. 

I have also witnessed the inefficiencies and market problems that can arise because of the 
structural and procedural flaws associated with the regulation of insurance products. Many states 
regulate the development and introduction of new products into the marketplace in ways that 
cause significant and unnecessary delays, undermine the forces of competition, and create 
affordability and availability problems for consumers. This Subcommittee has previously held 
hearings about the problems associated with product regulation, and I thank you for spotlighting 
these issues. Based on my experiences, I can assure you that consumers are among those 
penalized because the system is not as competitive and responsive as it should be. 

Some states have begun to make improvements. For example, Louisiana, Mississippi’s neighbor 
to the west and south, recently enacted a flex-rating system that allows personal lines insurers to 
raise or decrease rates up to 10% per year without securing the prior approval of the state’s rating 
commission. A similar law has had great success in South Carolina, and I am hopeful that other 
states will enact market-oriented statutes that revise the structural foundation of how products are 
regulated. States also need to make procedural reforms as well, yet some states still appear to be 
operating under unwritten rules and practices (e.g. rules that limit the number of filings that an 
insurer may submit or limit the amount of rate increase that a company may seek). 

III. NAIC’s Reform Efforts and the NAIC Action Plan 

The NAIC has been the focal point of many of the reform efforts that have been undertaken in 
recent years, and 1 commend NAIC President Mike Pickens and Vice President Ernie Csiszar for 
their attention and focus on these important issues. The NAIC’s reform initiatives were launched 
in the wake of the enactment of the Gramm-Leach-Bliley, and that organization’s Statement of 
Intent provided a blueprint for their activities over the last 3'/2 years. In September of this year, 
the commissioners adopted a new outline for action, entitled A Reinforced Commitment: 
Insurance Regulatory Modernization Action Plan. I have been asked by the Subcommittee to 
provide my thoughts on this latest plan, and 1 have done so below. 

My reaction to the updated action plan is mixed. On one hand, as a strong supporter of state 
insurance regulation, I am pleased that the NAIC is “renewing [its] commitment to modernizing 
the state-based system of insurance regulation” and outlining specific objectives for the coming 
months and years. Many of the NAIC’s stated goals are critically important, and I welcome their 
inclusion in the document. On the other hand, I am somewhat disappointed that the action 
excludes other potential steps and establishes certain timeframes that are more than five years 
away. Earlier drafts of the action plan were more aggressive and called for greater reforms to 
occur in a quicker period, and I would have preferred to sec the NAIC stick to some of the 
objectives considered in earlier versions. 

The licensing section of the action plan is particularly modest and includes five initiatives: (1) 
development of a single uniform application; (2) implementation of a system whereby agents and 
brokers need only satisfy their home state pre-licensing and continuing education requirements; 
(3) consolidation of all limited lines into a core group of license types; (4) full implementation of 
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an electronic filing/appointment system; and (5) implementation of an electronic fingerprint 
system. Let me address each of these in order: 

• A single application - Several years ago, the NAIC developed uniform applications for 
individual producers and business entities, and most states accept these applications 
today. The NAIC’s Producer Licensing Model Act provided that these are the 
applications to be utilized for both resident and nonresident licensing purposes, and any 
state that enacted the model should not have a state-specific application today. In 
addition, according to NIPR's website, ail but four states (Florida, Hawaii, New York, 
and South Carolina) accept one or both of the uniform applications. While the NAIC’s 
stated goal of developing a single application is apparently satisfied already, I would urge 
the NAIC to promote its use among the states for both resident and nonresident licensing 
purposes. 

• Pre-licensing and continuing education - The NAIC’s Producer Licensing Model Act 
already provides that agents and brokers need only satisfy their resident pre-licensing 
education and continuing education requirement, and any state that has enacted the model 
or true licensing reciprocity should have satisfied this objective already. As noted earlier 
in my testimony, however, some states have deviated from the model and others have not 
enacted it at all. It would be helpful for the NAIC to identify which states have not 
enacted parts or the entirety of the model and to urge action on those elements. 

• Consolidation of limited lines licenses - Although this is an important issue, it is not the 
most pressing issue for most insurance agents, and I also wonder what steps the NAIC 
intends to take to eliminate the proliferation of limited license types. 

• Implementation of an electronic filing and appointment system - Earlier drafts of the 
NAIC’s new action plan called for a fundamental reworking of the appointment process 
and the creation of a registration system whereby insurers would simply maintain a list of 
the producers with whom they have a contractual relationship. Insurers would have been 
required to file this list on a quarterly or other basis with the appropriate regulatory 
authority. Unfortunately, this stronger and more reform-oriented proposal was left out of 
the final plan, and it appears as though the NAlC's objective is to simply recreate the 
current appointment process in electronic form. 

• Implementation of an electronic fingerprint system - The NAIC acknowledges that it will 
need assistance from state and federal legislatures to make this a reality, but certain 
concerns remain. Specifically, the stated goal of uniformity will be undermined if 
individual states begin to enact state-specific fingerprint or background check statutes 
without centralized access to criminal histories or common procedures. In my view, a 
prerequisite for this objective would be authorization from Congress for state regulators 
to have access to federal criminal databases, along with the requisite protections and 
safeguards, as proposed last Congress in H.R. 1408. 

The action plan also includes three licensing objectives for NIPR: ( 1 ) The creation of use of 
National Producer Numbers; (2) acceptance of electronic appointments and terminations or 
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registrations; and (3) use of electronic funds transfers for payment of licensing fees. While the 
first and third objectives would be helpful reforms, the appointment process is in need of far 
greater scrutiny and fundamental change than is called for in the action plan. 

From an agent’s perspective. 1 would encourage the NA1C to also consider the following issues 
as the regulators continue to build upon the progress that has been made to date: 

• Enable agents and brokers to apply for and obtain nonresident licenses via an electronic, 
web-based, single-point-of-filing system. Most states require potential licensees to submit 
paper forms, a practice which unnecessarily slows the licensing process. States should 
take advantage of the significant progress that N1PR has made in developing a 
technological infrastructure for electronic licensing, and this system should be expanded 
to incorporate nonresident renewals as well. If there are barriers to the implementation of 
the NIPR nonresident licensing process, these should be identified and eliminated. 

Today, about one-third of the states accept electronic nonresident license applications, 
and many of those only accept applications from individuals. 

• Eliminate letter of certification requirements and utilize the PDB to confirm whether an 
agent or broker is licensed and in good standing. These requirements might have been 
the most effective way to verify licensure status in the past, but they unnecessarily slow 
the licensing process today and make it difficult for producers and insurers to serve 
clients in a timely manner. The same information provided by a letter of certification can 
be obtained instantaneously by a regulator on the PDB. The PDB is actually a more 
reliable source of this information, since it can be maintained and checked in real time 
and provides regulators with the most current licensing information available. 

• Eliminate all paperwork and administrative application requirements that are not part of 
the uniform applications. Unfortunately, many states continue to impose additional 
paperwork requirements in connection with an application, which is inconsistent with the 
principles of both licensing reciprocity and uniformity and perhaps the laws of many 
states. 

• Establish uniformity in the license renewal process. There is little uniformity in the 
license renewal process today, and states renew licenses at different times of the year and 
utilize different methodologies to determine when the license is set to expire. Greater 
standardization would ease the tremendous administrative burden that is imposed on 
multi-state agents and brokers. The NAIC has adopted a series of uniform standards, but 
little action has been taken on these standards at the state level. 

I also wanted to take the opportunity to comment on the “speed-to-market” section of the 
NAIC’s action plan. For the most part, the objectives outlined in this section of the action plan 
are procedural, rather than structural, and it was somewhat disappointing that the document did 
not consider additional market-oriented reforms that rely more heavily on the forces of 
competition. In addition, the objectives contained in the action plan include timeframes that are 
distant, with most calling for implementation or enactment by the end of 2008. In my view, 
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product regulation reform most be broader than what the NAIC has proposed, and it must come 
about quicker than December 2008. 

IV. Federal Chartering 

There is widespread consensus among observers - including state and federal legislators, 
regulators, and the insurance industry - that insurance regulation needs to be updated and 
modernized. There is disagreement, however, about the most effective and appropriate way in 
which to obtain needed reforms. Some support pursuing reforms in the traditional manner, 
which is to seek legislative and regulatory improvements on an ad hoc basis in the various state 
capitals. A second approach, pursued by several international and large domestic companies, 
calls for the unprecedented establishment of full-blown federal regulation of the insurance 
industry. The call for federal regulation concerns me deeply. 

Although the proposed optional federal regulation proposals might correct certain deficiencies, 
the cost is incredibly high. The new regulator would serve to add to the overall regulatory 
infrastructure - especially for agents and brokers selling on behalf of both state and federally 
regulated insurers - and undeimine sound aspects of the current state regulatory regime. As an 
agent who is licensed in over 20 states, 1 can assure you that the last thing I want to do is get an 
additional license through a bureaucratic federal agency. As an independent insurance agent, I 
write for more then one company, and surely some companies would choose a federal option 
while others would continue to be regulated at the state level, which would force me to get dually 
licensed. 

The best characteristics of the current state system from the consumer perspective would be lost 
if some insurers were able to escape state regulation completely in favor of w holesale federal 
regulation. As insurance agents and brokers, we serve on the front lines and deal with our 
customers on a face-to-face basis. Currently, when my customers are having difficulties with 
claims or policy, it very easy for me to contact my local company representative or a local 
official within the state insurance department to remedy any problems. If insurance regulation is 
shifted to the federal government, 1 would not be as effective in protecting my consumers, as I 
have serious reservations that some federal bureaucrat on a 1-800 number will be as responsive 
to a consumers needs as a local regulator. Federal models propose to charge a distant and likely 
highly politicized federal regulator with the implementation and enforcement of a single set of 
rules that would apply equally across all States and all insurance markets. Such a distant federal 
regulator may be completely unable to respond to insurance consumer claims concerns and its 
mere creation could spark fears that this will prove to be the case. As a consumer, specifically in 
terms of personal lines, there would be confusion as to who regulates their policy, the federal 
government or the state insurance commissioner. 1 could have a single client that has several 
policies with one company that is regulated at the federal level, while at the same time having 
several other policies which are regulated at the state level. Nor can a single regulatory system 
harmonize the diversity of underlying state reparations laws, varying consumer needs from one 
region to another, and differing public expectations about the proper role of insurance regulation. 
The potential responsiveness of a federal regulator to both industry and consumer needs in 
several critical areas could therefore jeopardize the fundamental purpose of insurance regulation 
and must be considered questionable at best. 
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One of the primary concerns I have with any federal regulation proposal is the political reality 
associated with legislation being considered by Congress, especially a proposal of this 
magnitude. The proponents of optional federal chartering equate federal regulation with 
deregulation, and their proposals call for an elimination of product regulation and an exemption 
from many of the requirements and consumer protections that states have in place today. Such a 
proposal would be impossible to pass through Congress in that form, and any bill adopted by 
Congress will undoubtedly include a host of other provisions. Any optional federal chartering 
legislation can be expected to include many onerous mandates and requirements, including anti- 
redlining provisions, unprecedented disclosure and Community Reinvestment Act-like 
requirements, oversight by the Federal Trade Commission and other federal agencies, expanded 
privacy provisions, credit scoring and claims history restrictions, strict rate and form filing and 
approval requirements, and other purported consumer protections. 

During the last two sessions of Congress, two federal regulation proposals have been formally 
introduced, and, ironically, both were strongly opposed by all aspects of the insurance, including 
those insurers that support optional federal chartering. The most recent proposal is the Insurance 
Consumer Protection Act (S. 1373), which was introduced earlier this year by Senator Fritz 
Flollings (D-SC). S. 1373 would create the “Federal Insurance Commission,” an independent 
panel to be housed within the Department of Commerce, and the commission would be the sole 
regulator of all interstate insurers offering property and casualty or life insurance. This 
legislation would also repeal the McCarran- Ferguson Act’s antitrust exemption. 

There are several key components to S. 1 373 that I strongly object to. Under this legislation, the 
newly formed commission would have full authority over rates and policy substance, a step 
towards command-and-control regulation and away from a more appropriate reliance on 
competitive forces. The federal commission would be responsible for establishing licensing 
standards for the insurance industry; conducting annual examinations, solvency reviews, and 
market conduct examinations; and establishing accounting standards. The bill would also allow 
the commission to investigate the organization, business, conduct, practices and management of 
"any person, partnership or corporation in the insurance industry", and it would appear that 
insurance agents and brokers fall under this definition. I am specifically troubled that this 
legislation places the responsibility for regulating all multi-state agents with what will be a 
massive and untested Washington bureaucracy. While there are problems with the current 
licensing system, adding another layer of regulation on top of this would create significant 
problems. 

Unfortunately, S.1373 takes the worst elements of the current state system and shifts them to the 
federal level, where there is even less accountability and potentially greater politicization. This 
legislation is a perfect example of what can happen when an industry goes to Congress asking for 
help. Very often, the final result winds up being far worse than the problems that were to be 
addressed and rectified. Plus, as we all know, once a new federal bureaucracy is established in 
Washington, it only grows larger and more powerful, so once we get federal regulation, there 
will be no hope of ever rolling it back if it fails. 


V. A Middle Ground Solution 
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It is clear that there are deficiencies and inefficiencies that exist in state regulation today, and 
there is no doubt that the current state-based regulatory system should be reformed and 
modernized. At the same time, however, the current system is exceedingly proficient at ensuring 
that insurance consumers - both individuals and businesses - receive the insurance coverage 
they need and that any claims they may experience are paid. These aspects of the state system 
are working well, and I have little doubt that this Subcommittee will hear any testimony to the 
contrary. The optional federal regulation proposals, however, would displace these well-running 
components of state regulation as well and, in essence, thereby “throw the baby out with the 
bathwater.'’ 

What I believe is needed is a third way - a mechanism that builds on, rather than dismantles, the 
states’ inherent strengths to meet the challenges of a rapidly changing insurance environment. 
Such a proposal must modernize areas in which existing requirements or procedures are 
outdated, while imposing effective regulatory oversight and necessary consumer protections. It 
must also include create more uniform and consistent requirements and regulatory procedures 
and ultimately lead to a more efficient, modernized, and workable system of insurance 
regulation. 

In addition to serving as President and CEO of SouthGroup Insurance and Financial Services, I 
am also an active member of the Independent Insurance Agents and Brokers of America 
(II ABA). For the last year, OAB A has been spearheading a cooperative attempt to develop just 
such a proposal. They have been working with state policymakers, other trade associations, and 
an array of national and regional insurers in an effort to identify precisely what must be fixed and 
how that might be done without displacing the components of the current system that work well 
and without creating additional layers of governmental bureaucracy. Through this process, 
IIABA has been targeting those areas in the current regulatory system that need to be fixed, 
rather then scrapping the whole system all together. 

Although the IIABA proposal is misinterpreted and mislabeled by some, the association is 
essentially calling on Congress to use the legislative tools at its disposal to overcome the 
structural impediments to reform and ultimately achieve a more efficient and effective regulatory 
framework. In other words, we advocate using federal legislative action to bring about greater 
consistency and other needed reforms across state lines. In this way, we can assure that 
insurance regulation will continue to be grounded on the proven skills and experience of state 
regulators. 

The key to this approach is that it will lead to a more uniform and market-oriented system on a 
national basis while preserving and strengthening the regulatory infrastructure at the state level. 

It will also allow many overdue reforms, including much of the NAIC’s regulatory reform 
agenda, to take effect countrywide following the adoption of a single legislative act. This 
pragmatic concept addresses many of the legitimate criticisms lodged against the current system 
and would improve and enhance state insurance regulation without replacing it altogether. 

The “federal tools” or “uniform treatment” approach can be applied to nearly every important 
area of insurance regulation, including those issues most in need of reform. For example, such a 
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bill could address product regulation, agent and company licensing, market conduct exams, 
auditing procedures, corporate governance, and a variety of other areas. At the same time. 
Congress has a wide variety of legislative tools at its disposal, including the implementation of 
national reciprocity or uniformity and the preemption of state law. Accordingly, one of the 
benefits of IIABA’s approach is that it allows different legislative tools to be utilized in a tailored 
fashion on an issue-by-issue basis. 

Working in conjunction with other groups interested in this approach, IIABA continues to 
consider the potential applications of this concept. Although this development process is still 
underway, there are some areas where our work is more evolved and refined. In order to give 
you some perspective concerning the possible applications, I have highlighted some of the ways 
in which this approach could perhaps be implemented, focusing below only on producer 
licensing and speed-to-market issues. 

• National Licensing Reciprocity - In the licensing arena, we propose implementing 
reciprocity on a 51-jurisdiction basis and preempting all non-resident licensing laws that 
are inconsistent with the GLBA/NARAB standards. By using Congress’s preemptive 
authority, we could provide that a producer licensed in his/her home state may obtain a 
non-resident license by simply completing the NAlC’s uniform application and paying 
the requisite fee. Similarly, such a federal law could preempt non-resident continuing 
education requirements and other requirements that have the effect of limiting or 
conditioning a non-resident’s activities solely because of that person’s residence or place 
of operation. 

• National Uniformity - Additional uniformity is necessary in producer licensing, and 
federal legislation could be used to establish greater multi-state consistency. One way in 
which to obtain uniformity through such a vehicle would be to prohibit a state from 
licensing non-residents unless the state agrees to abide by certain uniformity standards. 
Such uniformity standards could address a broad array of issues, including, but not 
limited to, resident licensing requirements, the licensing cycle and renewal process, entity 
licensing, the use of the Producer Database, etc. 

• Appointment Requirements - Through the use of preemption, a proposal of this kind 
could help revolutionize the appointment process or lead to the elimination of 
appointment filings altogether. Appointment requirements could be preempted outright, 
perhaps with a limited savings clause for certain narrower requirements. 

• Countersignature Laws and Other Restrictive Barriers - This type of proposal could also 
provide for the outright preemption of countersignature laws and similar barriers to 
effective multi-state commerce. 

• Prior Approval Requirements - In the area of product regulation, most or all prior 
approval requirements could be preempted by Congressional action. 

• Parameters for Rate and Form Review -- Through the use of preemption, a federal 
proposal could establish parameters for the purpose of standardizing and streamlining the 
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review and approval of insurance products. This could be done on the form side, for 
example, by making a traditional file-and-use system (with a strict deemer provision, 
limited to 30 days, and other mandates) the most stringent form of review available to 
state regulators. Rate regulation could be addressed in similar ways, and IIABA supports 
using preemption to move to a competitive rating system that would eliminate the 
traditional review and approval of rates and only require rates to be filed electronically at 
the time they are introduced in the marketplace. 

If the IIABA proposal were to become law, I believe it would remedy 95 percent of the problems 
with the current regulatory structure. From an agent and broker’s perspective, I can assure you 
that licensing burdens facing my agency and employees would be reduced dramatically with 
such a proposal. Just as important to agents and companies is our desire to get products out to 
our customers as quickly as possible, and we are confident that we can realize such reforms by 
utilizing this philosophical approach to reform. As you can see, a proposal like IIABA’s would 
alleviate most, if not all, agent and company concerns while still leaving the day-to-day 
regulation at the state level and without transferring power to a new federal bureaucracy in 
Washington. 

VI. Conclusion 

Although I continue to support the preservation of state regulation of the business of insurance 
and applaud the efforts that the NA1C and state legislators are making, I believe that additional 
reforms to the current system are necessary and essential. Specifically, 1 believe the best 
alternative for addressing the current deficiencies in the state-based regulatory system is a 
pragmatic, middle-ground approach that utilizes federal legislative tools to establish a more 
uniform system and to streamline the regulatory oversight process at the state level. By using 
federal legislative action to overcome the collective action hurdles and structural impediments to 
reform at the state level, we can improve rather than replace the current state-based system and 
in the process create a more efficient and effective regulatory framework. 
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Financial Services Committee - Subcommittee on Capital Markets, Insurance and 
Government Sponsored Enterprises 


Good afternoon Chairman Baker, Ranking Minority Member Kanjorski and other 
members of the Subcommittee. I’m Jaxon White, the Chairman and Chief Executive 
Officer of the Medmarc Insurance Group. I appreciate the invitation to appear before the 
Subcommittee and offer my views on efforts to reform state insurance regulation. 

The Medmarc Insurance Group has been in business for 24 years and I have served as the 
chief executive officer for the last 19 years. The Group consists of three property and 
casualty insurance companies. In the business structure, the top organization is a mutual 
insurance company which then owns two stock insurance companies. The mutual 
company and one subsidiary are domiciled in a single state and the other stock company 
has a different state of domicile. 

My goal for this appearance is twofold. First, I wish to thank the Members for exploring 
the possible role of the Federal government in the regulation of insurance among the 
states. My second purpose is to assist the Subcommittee by making certain points about 
the challenges of state by state regulation from the perspective of a small insurance 
company. 

Medmarc is a small insurer by most assessments. In 2003, net premiums written will be 
$75.0 million. We have a staff of 60 persons and offer products liability insurance 
coverage to manufacturers and distributors of medical technology. Our customers are 
also our owners since we are a mutually owned and controlled group. Our customers, 
both current and prospective policyholders, are based in all 50 states and the District of 
Columbia. To effectively reach and serve these customers, we do business through the 
two stock insurance companies - one for admitted coverage and one for non-admitted 
coverage. A non-admitted insurer is also commonly referred to as a surplus lines carrier. 
Both companies have licenses or authority to operate in 50 states. As such, we are 
obliged to comply with licensing, reporting and filing for 100 rights to do business. 

We support state regulation of insurance but believe it should become more rational to 
accommodate and sustain small insurance companies. It may interest the Committee to 
know that we have no competitors of similar size. Our competitors are very large 
insurers with much different economies of scale in dealing with state regulators and their 
varying requirements. That is not to say that state regulation is any better or different for 
big insurance companies but they do have more resources to cope with the problem, in 
my opinion. One solution to the problem for large and small insurers, alike, may be 
Federal standards. Done effectively. Federal standards would promote common 
interpretations of compliance, licensing and other key parts of the state regulatory system. 
At this juncture, it is not my objective to suggest a specific course of action. However, is 
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seems possible that some manner of Federal pre-emption may be needed to move state 
legislatures and state insurance departments toward a baseline for reform. In the 
following comments, I would like to illustrate some of the problems with inconsistent 
regulatory practices and rules that lend themselves to reforms aimed at consistent 
interpretation and treatments from state-to-state. 

Insurance Company Licensing 

The foundation of the state regulatory system is licensing of insurance companies. I am 
certainly willing to acknowledge beginning steps taken by the NA1C to encourage 
uniform company license applications in recent years. Regardless, our experience may 
be instructive as to how company licensing is a competitive barrier to entry for a small 
insurance company. Prior to 1995, we conducted business as a reinsurance company 
under a business arrangement with a large insurer. Operating as a reinsurer, our 
minimum legal requirement was a license in just one state. The large insurer, licensed in 
all states, issued coverage and our company reinsured most of the loss exposure. The 
agreement was vital to the growth of our company while we accumulated sufficient 
capital and experience to reach a threshold for licensing. As we contemplated our 
options in the three years before 1995, it was clear that we could not become a licensed 
company in all states within any less than five years and probably longer. The company 
licensing process in 1995 was insurmountable for a small insurance company that had to 
have approvals in all 50 states. We turned to a pragmatic and expensive solution. We 
bought an admitted insurance company corporate shell that had licenses in 47 states. The 
transaction cost was $3.6 million and it consumed just under ten percent of our 
policyholder surplus. The decision to purchase the shell insurance company was the right 
course of action for that time period and I do not regret the choice. It gave our Company 
a means of business independence because we could begin to issue insurance coverage in 
most states. The migration of our policyholders from the old, dependent, arrangement to 
the independent arrangement took three years. 

In retrospect, we were not looking for special treatment just because of the Company’s 
small size. Nevertheless, we could not possibly enter the national marketplace as a 
licensed insurer in 1995, or even today, under the patchwork of company licensing 
requirements and do it within the span of a year . Taking more time than a year, in our 
situation, would mean the loss of business to others who already had licenses. In 
business, you do what you have to do to protect your financial interests from threats or 
barriers. In the case of state insurance company licensing, it seems fundamental and 
compelling to level the playing field for all companies willing to compete - regardless of 
size. Our story might illustrate an occasion when Federal standards for insurance 
company licensing would have provided a gateway for a small insurance company that 
otherwise had the impossible task to meet disparate rules and protracted delays for 
licensing in state after state. 

Filing and Approval of Policy Forms 

I don’t wish to belabor this story but it does have another installment. After acquiring the 
admitted insurance company in 1995, we faced a range of new hurdles in the vast 
differences among state regulatory systems. We encountered problems with the next step 
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in the process; the approval of policy forms. Among other filing obstacles, a key issue 
for us was a barrier in some states disallowing a desirable policy form known in the 
industry as claims-made coverage. 

Coverage under the claims-made policy form allows a small or a large insurer to price 
coverage for the expected loss experience but only for claims that are reported to the 
insurance company during the policy period. Some states do not allow insurers to write 
this coverage form but there is no sound basis for this decision, in our opinion. As a 
practical effect, we cannot offer the claims-made policy form in one state while it is 
permitted in a neighboring state. 

We coped with the policy form barrier for several years by offering different coverage 
forms in different states. The predictable outcome of varying the coverage form is 
complexity in setting rates and uncertainty in striving for an annual underwriting profit. I 
am not suggesting that our business was imperiled but it was more expensive to operate 
and profit-planning became more difficult. Faced with these business challenges, we 
decided to purchase another shell insurance company with approvals in 48 states to write 
business as a surplus lines or non-admitted insurer. The price tag for this corporate shell 
was $3.5 million. That is a small number for a large insurer but another large cost to a 
small insurance organization. 

The surplus lines company was acquired in 2001 and it was an immediate road to a 
business solution but not a lower cost of doing business. Policy forms and rates used by a 
surplus lines insurer are historically insulated from filing and approval requirements in all 
states. The primary reason for purchasing the surplus lines company was a certain 
freedom from large differences in policy form regulation from state-to-state. We did not 
purchase the shell to avoid constructive state regulation. We did purchase the company 
to bring more uniformity to coverage offerings. In our view, the accident of a 
policyholders’ business location in one state versus another state should not be a barrier 
to purchasing commercial property or casualty insurance that is desired by the customer 
rather than dictated by regulatory practices. 

There are many subtleties that can be debated between the merits of admitted coverage 
versus surplus lines coverage. However, my purpose in telling our story is focused on the 
big picture. Perhaps the following question is worthy of reflection in the future 
discussion of Federal regulatory standards. Is it useful or productive for a small 
insurance company to spend millions of dollars to acquire the rights to offer insurance 
coverage with some degree of uniformity? Again, I don’t have a quarrel with state 
sovereignty but it just seems that Federal standards could create a more conducive 
regulatory climate and allow a small insurer to compete more effectively in the market. 

Market Conduct Examination 

Another area of focus is market conduct examinations and the need for much better 
application and interpretation of rules. This area cries out for consistency for a small 
insurance company. At the outset, I wish to state that our companies are very serious 
about compliance with market conduct. The problem we encounter is how to properly 
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anticipate the correctness of our actions from state to state. I am not suggesting that we 
should have a national playbook on how to build a satisfactory program for market 
conduct. On the other hand, we do need a much better picture of market conduct 
priorities within all state insurance departments. The consumer protection purposes of 
market conduct examinations are not disputed by any insurer. The problem arises when 
consumer protection becomes a big curtain to hide many unsuspecting pitfalls from a 
small insurer. 

In our limited experiences with market conduct, we know that mistakes have been made, 
observed by the examiners and corrected to their satisfaction. Nevertheless, the market 
conduct process is intimidating for a small insurer because we don’t know how a 
particular state will interpret rules or find infractions that would be immaterial in the 
practices of another state insurance department. As I noted earlier, we market and sell a 
tailored insurance product for a target audience. The appeal of our Company to the 
insurance brokers and policyholders is flexibility in coverage terms and associated 
pricing. If market conduct compliance was our overriding business objective, we could 
simply offer approved forms and follow loss cost data published by the Insurance 
Services Office, of which we are a member. But our dominant business objective is 
meeting the needs of our customers. To achieve this goal, we frequently vary policy 
terms, conditions and pricing to satisfy the wants and needs of the customer. The trouble 
arises when there is an overlay of business uncertainty about whether our underwriting 
decisions and processes will run afoul of market conduct compliance notions. 

The choice between market compliance and meeting the customer’s needs is not black or 
white. Our insurance companies want to satisfy the requirements of law and regulation in 
every state where we do business. The current environment for market conduct 
variability among the states does not lend itself to an acceptable degree of certainty in 
operating a small insurance company business. Some observers in the industry have 
suggested that market conduct fines are frequently disproportional to the infraction. In 
larger companies, a market conduct fine may be just another cost of doing business. A 
market conduct fine or other sanction, in our case, could have major consequences due to 
our small size. In the end, we try to do the right thing by conscientious underwriting and 
pricing that follows the best assessment of satisfying market conduct. Months or years 
later, those business decisions may be viewed in a completely different light by a market 
conduct examiner. We would cast a vote for Federal standards in the area of market 
conduct because it just makes sense to a small insurer. 

Potential Role for Federal Standards 

In the preceding comments, I have tried to illustrate some key areas where a small insurer 
with a nationwide business opportunity is disadvantaged by delays and differences in the 
regulation of insurance from many states. My purpose today is not asking for a free pass 
because of our small size and I am not here to castigate state regulation of insurance. But 
our companies have seen and experienced so many instances where regulations in one 
state seem trivial while those in another state become, in effect, a national standard for 
conducting our business affairs. 
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The insurance regulatory matters before the Subcommittee in the past and today are very 
important to our Company and ail other insurers, big or little, that want to serve a 
customer base in numerous states. In the simplest of terms, we sell a promise to pay 
when our policyholder has a liability claim. Our business credo is to serve the needs of a 
constantly changing liability picture for policyholders while continuing to build our 
financial strength. A claim for liability can arise in any state at any time and the claim 
doesn't neatly fit into the boundaries of insurance coverage protection as defined by any 
one state that happens to be the policyholder’s place of business. I encourage the 
Members of this Subcommittee to continue your gathering of facts, experiences and 
opinions about the movement toward Federal standards that could improve selected areas 
of state insurance regulation. 
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Good afternoon Mr. Chairman, Congressman Kanjorski and members of the 
subcommittee. My name is Neal Wolin and I am Executive Vice President and General 
Counsel of The Hartford Financial Services Group. The Hartford is one of the nation’s 
oldest and largest investment and insurance groups. Our property-casualty and life 
companies offer products to both individuals and businesses. 

I am grateful to share my perspective today on how Congress can reform 
insurance regulation. My testimony will focus on three areas. First, which areas of the 
present regulatory structure most require reform? Second, can the states meet these 
needs without federal intervention? Third, what can Congress do to ensure necessary 
regulation while also permitting insurers to deliver insurance products quickly and at 
competitive prices? 


Need to Modernize Insurance Regulation 

Insurance has become a multi-billion dollar industry providing personal and 
economic security across state borders. Yet, our regulatory system remains a creature 
of unique historical development and is more suited to the 2CT than the 21 st century. 

Our present structure adds unnecessary costs to insurance products and restricts our 
ability to meet consumer preferences. The patchwork of state guaranty fund structures 
and post-insolvency assessments on insurance companies complicates the protection 
of policyholders and claimants from insurer insolvencies. 

I would like to highlight three areas as most critically in need of modernization: 
forms, rates, and solvency. 

FORMS. Insurance companies must file forms for most product lines in each 
jurisdiction in which they seek to operate. For a national carrier, that means filing in 
each of the 50 states and the District of Columbia. These 51 jurisdictions have different 
standards for form approval. In industry jargon, the standards range from "use and file", 
to “file and use", to “prior approval". Even when States have the same standard in 
name, their regulators may interpret filing requirements differently. 

To give you a sense of impact on our operations, our property-casualty 
companies make an average of 5,500 filings each year with the 51 jurisdictions. These 
filings are then reviewed in each of the 51 jurisdictions and often result in lengthy 
dialogue between our lawyers and actuaries and insurance department personnel, if 
significant changes are made in one jurisdiction, we may need to restart the process 
with jurisdictions that have already approved the forms. Our life insurance and annuity 
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products with investment features compete against mutual funds and other products 
that are subject to one-stop federal regulation - while we are forced to file 2,500 product 
forms in 51 jurisdictions. 

This elaborate process is burdensome on our industry, but more importantly, has 
negative effects on the customers we seek to serve. First, consumers ultimately pay 
the cost of our compliance with this regulatory scheme through higher premiums. 
Second, the complexity of the process interferes with our ability to get new products to 
consumers rapidly. We live in a time when consumer preferences change rapidly, and 
when industries generally are judged by their ability to discern and meet these changing 
preferences. In contrast, it can easily take more than a year in our industry to secure 
the approvals necessary to market a new product nationally. 

RATES. Price controls should be used as a regulatory tool only as a last resort, 
and only after market-based efforts have failed. The insurance industry is marked by 
robust competition; it is very unusual for any company to enjoy more than single-digit 
market share in any market. Competition between companies should and can establish 
prices at the most consumer-friendly prices. Government price controls distort the 
connection between risk and price, and ultimately hurt the consumer or lead insurers to 
withdraw from the market. Nevertheless, after forms are approved, the insurance 
industry must run the regulatory gauntlet a second time to attach prices to products. As 
already mentioned, this 51-step process adds time and expense in getting our products 
to consumers. 

CAPITAL ADEQUACY. Addressing rate and forms concerns does not mean 
ending all regulation. Strict anti-trust adherence is necessary to protect consumers 
from over-pricing of products. But strict solvency regulation is also needed to protect 
consumers from under-pricing by companies willing to collect premiums now and avoid 
claims payments later by declaring bankruptcy. The current regulatory system has 
unfortunately failed to provide even this most basic level of protection. When States 
force companies to remain in markets and sell products at artificially low prices, 
companies flounder. State guaranty funds are forced to pick up the pieces, and pass 
the costs on to insurance policy holders or taxpayers. To illustrate rapidly changing 
stress on the system, guaranty funds paid out $10 billion in their first 30 years and an 
additional $3 billion just last year. 

Forms, rates and solvency may be the most significant areas of insurance - 
regulation needing modernization, but there are others. Oversight by multiple 
jurisdictions has led to costly and duplicative examinations of insurance market conduct. 
Consolidation would produce more useful examinations at a fraction of the cost. 
Licensing requirements in 51 jurisdictions impose barriers to market entry that mean 
less competition. And unique regulatory regimes have resulted in complex corporate 
structures that add cost to the insurance product. 

NAIC Role and Regulatory Modernization 

Nearly 20 years ago, a predecessor of this Committee investigated the ability of 
state regulators to perform the twin missions of company solvency protection and 
consumer protection. The subsequent report and hearings produced headlines on 
deficiencies in both areas. Since then, the NAIC and many active individual 
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commissioners have strived to improve consistency, quality, efficiency and speed. They 
have worked in good faith, but the actual reforms have been too slow in coming. In fact, 
the NAIC’s Action Plan, adopted less than two months ago, echoes many of the 
initiatives announced and pursued over the past two decades. The plan strives for 
greater standardization and speed, but leaves the state structure in place. Most 
importantly, its timeline for completion stretches to the end of this decade. 

At this Committee's initiative, the GAO recently studied efforts of the states and 
NAIC to streamline and modernize market conduct. GAO observed “that the NAIC has 
been pursuing (these) initiatives since the 1970s but progress has been limited”. 

Further, it suggested that “result has been inconsistent and often spotty coverage from 
state to state, and (resulting in) potential gaps in consumer protection”. GAO concluded 
that much work needed to be done. The GAO study also cautioned that it was 
uncertain not only when but even whether the NAIC and the states could accomplish 
this goal. We share that concern, and believe that any plan which continues to rely on a 
structure of fifty-one regulators will not produce the modernization necessary for our 
customers. 


Optional Federal Charter 

The Hartford believes that the solution that best provides value to consumers and 
the economy is one that grants national insurers the level of federal oversight offered to 
other large financial institutions. Our companies and products already receive 
significant federal oversight or regulation. Congress is increasingly addressing societal 
issues critical to our industry, such as terrorism, asbestos, litigation abuses. 

Consumers are influenced by federal taxes when deciding to purchase our products. 
And our companies’ ability to compete is often governed by federal tax legislation 
affecting U.S. companies and our competitors. 

We believe, therefore, that Congress should develop legislation permitting 
companies the option to be chartered and regulated at the federal level. This legislation 
need not totally eliminate regulation of products or companies. Policyholders, claimants 
and taxpayers will all be well-served by regulation that is standardized, efficient, 
objective and time-sensitive. I am convinced that federal regulation will do a better job 
meeting consumer demands, provide for more competitive prices and safeguard the 
solvency of insurers. 

The watch-word here is optional. If state, regional or national insurers believe 
that their customers and the marketplace will be better served by the NAIC’s present 
pace of improved state regulation, they will have that choice. Clearly, the insurance 
industry should have the same regulatory options as the banking industry. 

Thank you again for the opportunity to appear here today and comment on this 
important issue. 
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ASSOCIATION 


Statement of the American Land Title Associatia®g6js==i 
on 

"Reforming Insurance Regulations-Making the Marketplace more Competitive for Consumers" 

The .American Land Title Association represents title insurance and settlement service 
providers. Of all the lines of insurance, none are as inextricably linked to state and local 
conditions as the title insurance industry. The focus of title insurance is the protection of the 
interests of owners, investors. lenders and others in real estate. The underwriting of title 
insurance involves a review and assessment of state and local records affecting titles to real 
estate. Title insurance policies are issued in connection with inherently local transactions - real 
estate settlements and mortgage loan closings. Reflecting the diversity of state and local laws 
and practices regarding real estate, the practices and processes by which title insurance is issued 
will frequently vary from state to state, and even from region to region within a state. 

As a consequence. ALTA and its members strongly believe that regulation of the title 
insurance industry should continue to be the province of the various states. Federal 
regulation of insurance, or federal chartering of insurance companies, might be appropriate for 
the property/casualty insurance industry - as is suggested by legislation introduced in this 
session by Senator Fritz Hollings (D-SC) "The Insurance Consumer Protection Act of 2003 (S. 
1373). However, such regulation and chartering is unnecessary for the title insurance industry, 
and would only serve to undermine the effectiveness of state regulation of our industry. 

That is not to say that state regulation of title insurance cannot be improved. However, 
most of the concerns about state regulation that have been advanced by those who support 
federal chartering are simply inapplicable to title insurance. Uniform licensing of insurance 
companies is unnecessary given the number of companies who underwrite the title insurance 
product. Over one-third of the industry volume is written in California, a state where tile 
insurance companies are highly regulated and which has stringent consumer protections. 

Uniform licensing of agents is counterproductive, given the various type of agents 
through which title insurance is provided in different states and regions of the country and the 
variety of laws, which they leam. Any Federal regulations should set standards as high as current 


* The American Land Title Association membership is composed of 2.400 title insurance companies, their 
agents, independent abstracters and attorneys who search, examine, and insure land titles to protect 
owners and mortgage lenders against losses from defects in titles. Many of these companies also provide 
additional real estate information serv ices, such as tax search, flood certification, tax filing, and credit 
reporting services. These firms and individuals employ nearly 100.000 individuals and operate in every 
county in the country. 
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state law requirements. In many areas of the country, title insurance is provided through 
attorneys, who perform the title and legal and advocacy work associated with commercial and 
residential real estate settlements. Attorneys are licensed and disciplined through their state bar 
associations, do not require national licensing supervision. It would be counterproductive and 
illogical to require Federally licensed title insurance agents doing business in Ohio to learn South 
Carolina real property law, and senseless for a Federal agency to establish Federal regulations 
that would reflect variations in the real property law of the 50 states. 

ALTA believes that problems that arise with insureds are best handled at the state level. 
Title claims relate to the specific real property involved. It is unlikely that Federal agencies 
would be in a better position to remedy these specific problems than local courts. Further, some 
title problems are solved through such methods as remedying foreclosures that reflect state 
specific law. Again, this is an area where Federal regulators are unlikely to have better expertise 
than state regulators. 

Solvency issues are also best addressed at the state level. In fact, title insurance 
companies are so well regulated at the state level that only one state— Texas- has established a 
state guaranty fund. 

In sum, we do not believe that there is a need for alternative federal chartering of title 
insurance companies, or for greater federal regulation of the title insurance industry. We look 
forward to working with the Committee as work on this issue proceeds. 
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Section I. Executive Summary 


For over 100 years, the American insurance industry has been regulated by the states. However, as a result 
of the 1999 Financial Services Modernization Act and other changes in the Financial services industry, var- 
ious proposals have been submitted that would allow insurance companies the option to be federally reg- 
ulated. The role of the American Academy of Actuaries (the Academy) in the proposed federal charter 
debate is not one of advocacy or opposition. Instead, we believe our role is to fully participate in the dis- 
cussions to provide actuarial assistance in the design of any altered insurance system. 

The primary purpose of government regulation is to protect consumers, particularly to protect the sol- 
vency of companies so they can fulfill their promises to policyholders. Within the insurance industry, actu- 
aries have been the professionals most actively involved in helping state regulators protect solvency. 
Actuaries analyze and shape insurance regulations that preserve the financial integrity of the insurance 
system through sound programs and strong companies, by assuring that companies comply with these 
requirements in a regulatory capacity, and by overseeing the fulfillment of these requirements within com- 
panies. Membership in the Academy is the primary credential qualifying actuaries to make this 
contribution. 

This monograph has been prepared by the Academy’s Federal Charter Work Group in response to our 
review and analysis of the current proposals for federal insurance regulation. The Academy’s interest in the 
optional federal charter proposals is to ensure that the customers and other stakeholders in a federally reg- 
ulated insurance system have the appropriate protections. We are convinced that this protection can best 
be accomplished if any legislation enables actuaries to perform their vital role in the analysis and man- 
agement of company insolvency. 

Based upon our analysis of the current proposals for an optional federal insurance charter, it is our view 
that any legislation must dearly address the role of the actuary. We therefore recommend that the follow- 
ing essential components be incorporated into any laws that implement a federal insurance regulatory sys- 
tem: 


Component 1: Establish an Office of the Chief Actuary to regulate and supervise the actuarial and 
solvency requirements of federally regulated insurance companies. 

Component 2: Require that the Office of the Chief Actuary be involved in actuarial aspects of the federal 
insurance department’s development of regulations and pronouncements related to solvency protection. 

Component 3: Define the responsibilities of the Office of the Chief Actuary regarding the review of 
federally regulated insurance companies. 

Component 4: Define the minimum actuarial requirements that federally regulated insurance com- 
panies must meet and submit to the Office of the Chief Actuary. 

It is our belief that including these components in any potential federally regulated insurance structure 
is fundamental to the objective of protecting insurance consumers and preserving the financial integrity 
of the insurance industry. 

Section IV of this monograph provides more detailed information regarding each of these components. 
Sections II and 111, provide background information regarding financial security programs, insurance, the 
actuarial profession, and the role of the actuary in helping shape insurance regulations. 
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Section II. Financial Security, Insurance, and Regulation 
Financial Security and Insurance 

Individuals and businesses are exposed lo many risks that can have devastating consequences to financial 
security. These risks include: 

• Property damage and loss from accidents, fire, and storms 

• Loss of income from poor health, disability, or premature death 

• Insufficient assets to fund retirement or long-term care needs 

• Unanticipated hospital, medical, and dental health care expenses 

• Liability arising from operating a business, performing a service, driving a vehicle, or personal 
actions 

The financial consequences of these risks can be avoided, reduced, or transferred. For any particular 
individual or business, it is extremely difficult to predict the likelihood or impact of a specific peril. To 
address this situation, financial security programs arc established to manage the risk and mitigate adverse 
financial effects on individuals and businesses. 

Insurance, including reinsurance, is one of the most common components of a sound financial securi- 
ty program. By utilizing risk-sharing and risk classification techniques, insurance transfers the potential- 
ly large financial consequences that an individual or entity might incur to all the insured members of a 
group or cohort for a smaller known cost or premium. 

Insurance companies are in the business of providing products that will facilitate the management of 
financial risks associated with these perils. By utilizing probability theory, statistical data, and mathemat- 
ical models, actuaries determine prices (premiums) for insurers' products. For many insurance products, 
the costs change significantly with characteristics such as attained age, policy duration, medical or driving 
history, and so on. 

The insurance laws and regulations require insurance companies to establish appropriate reserves for 
anticipated future claims as well as for known claims and to maintain adequate solvency in order to pro- 
vide the financial security expected by the policyholders. 

In the process of providing insurance and other financial services, insurers are also major providers of 
funds to the capital markets. 
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Role of the Actuary in Insurance Regulation 

The current state- based structure of insurance regulation has been in place since 1869. Many actuaries play 
a vital role in the design and operation of this structure as employees of insurance regulators. Many more 
serve as advisors to the regulators — either individually as interested persons or as members of the 
Academy committees that make recommendations to the regulatory authority. 

The primary responsibilities of the regulatory actuary are: 

• Monitoring the solvency and financial condition of domestic insurers by reviewing companies’ 
reserves and risk-based capital calculations, and the Statements of Actuarial Opinion provided by 
each company’s Appointed Actuary 

• Reviewing product-related Actuarial Certifications for compliance with prescribed laws and regulations 

• Evaluating the reasonableness of premiums for certain insurance plans 

• Advising the Commissioner on the impact to the public and others of acquisitions, demutualiza- 
tions, and mergers 

• Assisting the Commissioner in managing the rehabilitation or liquidation process for troubled 
insurance companies 

• Developing and implementing changes to insurance laws and regulations concerning proper reserve 
levels, premium rates, accounting and solvency requirements 

Actuaries who work for organizations in or serving the insurance industry are actively involved in help- 
ing analyze the impact of new or proposed insurance regulations. By working collaboratively with indus- 
try trade groups, public policy-makers, and regulators, actuaries help to shape new regulations. The 
American Academy of Actuaries is the principal professional organization through which actuaries make 
this contribution. 
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Section III. The Actuarial Profession 
What is an Actuary? 

The Academy has over 14,000 members uniquely qualified for measuring and managing the risk in finan- 
cial security programs. Actuaries share an expertise in assessing risk, designing insurance programs, estab- 
lishing prices for these programs, and ensuring that these programs are maintained on a sound financial 
basis. Actuaries also employ a broad knowledge of business, economics, finance, mathematics, and statis- 
tics to evaluate the financial implications of uncertain future events such as death, sickness, injury, dis- 
ability, extreme medical costs, or property loss. In addition, many actuaries are involved in setting compa- 
ny policies and are often called, on to explain complex technical matters to company executives, govern- 
ment officials, shareholders, policyholders, or the public. 

Most actuaries are employed in the insurance industry by consulting firms, insurance companies, or 
regulatory agencies. In addition, many non-insurance financial .service institutions such as banks and 
securities firms also employ actuaries. Due to the complexity of financial security programs, actuaries, 
much like other professions, choose a specialty. Actuaries will generally specialize in a particular practice 
area emphasizing annuities, health insurance, life insurance, property and casualty insurance, or pensions, 

Actuaries need a strong background in topics such as mathematics, economics, statistics, and finance. 
An undergraduate degree in one of these areas is typically the start of the academic training for an actu- 
ary. In addition, a rigorous examination process is required to obtain professional designation in the actu- 
arial profession. The successful completion of this examination process has often been compared to 
obtaining a doctorate or PhD in mathematics or finance. 

Additional information about the actuarial profession, the Academy, and related organizations can be 
found in the Appendix. 
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Section IV. Role of the Actuary in Insurance Regulation 


A financially sound insurance industry could not exist without actuaries. The actuarial profession is 
essential to the sound operation and structure of insurance regulation in two crucial ways. 

First, as experts in assessing and managing the financial security risks that Americans face, actuaries 
have vital knowledge and experience in how to assess and manage these risks. By working collaboratively 
with industry trade groups, regulators, and public policy-makers, actuaries have helped to shape the mod- 
ern regulatory system. The American Academy of Actuaries has been the principal professional organiza- 
tion through which the actuarial profession has educated public policy-makers in insurance and financial 
security risk. Our goal has been to produce reasonable and fair regulations that protect the solvency of 
financial security systems and the interests of all policyholders. 

Second, many regulatory agencies employ actuaries. The fundamental role of state insurance regulation 
has been solvency protection and the actuarial profession has been very involved in this process. 
Regulatory actuaries ensure that companies within their jurisdiction have complied with the specific actu- 
arial requirements included in the insurance regulations. Most important, the regulatory actuary protects 
insurance consumers by analyzing and monitoring insurance companies to help prevent insolvencies. 

To ensure that the regulatory system protects stakeholders, such as the individual insureds, it is essen- 
tial that the actuarial role and related reporting requirements continue under any federal insurance regu- 
latory structure. However, based upon our analysis of the various proposals for a federal insurance 
option, the role of the actuary is not apparent. We therefore recommend that the actuarial role and 
requirements be clearly defined by incorporating the following essential actuarial components into any 
laws that implement a federal insurance regulatory system. 

Component Is Office of the Chief Actuary 

Law should establish the Office of the Chief Actuary. The Chief Actuary would report directly to the head 
of the federal insurance department (the “Commissioner”). The Chief Actuary and senior supervising 
actuaries must be members of the Academy to assure their qualification and adherence to the Code of 
Professional Conduct and the Actuarial Standards of Practice. 

The Chief Actuary will be responsible for staffing the actuarial division with actuarial specialists to facil- 
itate effective regulation and supervision of all federally chartered life, health, and property and casualty 
insurance companies. The Office of the Chief Actuary should include separate actuarial functions headed 
by actuaries who meet the American Academy of Actuaries qualification standards for the type of compa- 
ny they are regulating. 

Component 2: Involvement in federal insurance regulations 

The Office of the Chief Actuary will advise the Commissioner on actuarial aspects of all regulations or 
other pronouncements of the federal insurance department. 

Component 3: Actuarial review of federally chartered companies 

The Office of the Chief Actuary will he responsible for advising the Commissioner on all actuarial mat- 
ters. The key areas of actuarial involvement are intended to support the consumer protection objectives 
of the federal insurance department. The following list includes many of the most important actuarial 
functions. 

• Inform and advise the Commissioner regarding companies that have solvency or financial problems 
based upon the analysis and review of reserve opinions, risk- based capital calculations and other 
monitoring tools. 
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• Develop and implement changes to insurance laws and regulations concerning proper reserve lev- 
els, premium rates, accounting issues that involve actuarial and solvency requirements. 

• Advise the Commissioner on actuarial aspects of rehabilitations, liquidations, acquisitions, mergers, 
and demutualizations. 

• Review and evaluate all required product related actuarial certifications for compliance with regu- 
latory requirements. 

Component 4: Actuarial requirements for federally chartered insurance companies 

Insurance companies that are subject to federal regulation must meet certain minimum actuarial require- 
ments. All actuarial requirements must be submitted by a qualified actuary who holds the MAAA 
(Member of the American Academy of Actuaries) designation and meets the applicable professional stan- 
dards of the Academy. The qualified actuary must certify that actuarial items submitted comply with 
applicable regulations and Actuarial Standards of Practice in effect at the time of submission. The items to 
be submitted by the qualified actuary include but are not limited to the following: 

• An annual statement of opinion on the adequacy of reserves 

• An annual calculation of risk-based capita] 

• All product-related filings that require an actuarial certification 

• Documentation requested by the Federal Insurance Regulator to demonstrate compliance with 
Actuarial Standards of Practice 

It is our belief that including these components in any federally regulated insurance structure is essen- 
tial to protecting insurance consumers and preserving the financial health of insurance companies. 
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APPENDIX A - The American Academy of Actuaries 

The American Academy of Actuaries 

The American Academy of Actuaries is the public policy and professionalism organization for actuaries 
practicing in all specialties within the United States. 

A major purpose of the Academy is to act as the public information organization for the actuarial pro- 
fession. The Academy is non-partisan and assists the public policy process through the presentation of 
clear and objective actuarial analysis. The Academy regularly prepares testimony for Congress, provides 
information to federal elected officials, comments on proposed federal regulations, and works closely with 
state officials on issues related to insurance. 

The Academy also develops and upholds actuarial standards of conduct, qualification and practice, and 
the Code of Professional Conduct for all actuaries practicing in the United States. 

Academy Membership Requirements 

The requirements for admission to membership in the Academy are set forth in Article I of the Bylaws and 
in these procedures. 

The Academy Board of Directors, in accordance with Article I, Section 2(B) of the Bylaws, prescribes the 
following educational requirements for prospective members. An applicant who has attained the indicat- 
ed status in one of the organizations listed below shall be deemed to have met the education requirements 
for admission to membership: 

1. Associateship in the Casualty Actuarial Society or the Society of Actuaries. 

2. M.S.P.A. or F.S.P.A. in the American Society of Pension Actuaries. 

3. Membership in the Conference of Consulting Actuaries. 

4. Fellowship in the Canadian Institute of Actuaries, the Faculty of Actuaries in Scotland, the Institute 
of Actuaries of Australia, and the Institute of Actuaries in Great Britain. 

5. Enrolled Actuary status under Subtitle C of Title III of the Employee Retirement Income Security 
Act of 1974. 

6. Membership in the Colegio Nacional de Actuarios. In those cases where familiarity with actuarial 
practices and principles in the United States cannot be assumed, the Executive Committee is 
empowered to call for evidence of such familiarity. 

An applicant who has attained actuarial educational credentials other than those enumerated above 
may submit those credentials to the Academy for review and approval by the Membership Committee and 
the Executive Committee. 

A. Applicants to the Academy must be of good moral character and have professional integrity. 
Evidence of the lack of good moral character or professional integrity shall be grounds for rejection 
of an application to membership in the Academy. 
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B. In those cases where good moral character and professional integrity cannot be assumed, the 
Membership Committee and Executive Committee are empowered to call for evidence of such good 
moral character and professional integrity. 

An applicant must, at the date of application, have had at least three years of fulltime equivalent expe- 
rience in responsible actuarial work. “Responsible actuarial work” is defined as work that has required 
knowledge and skill in solving practical actuarial problems in any of the fields identified in the Academy 
Bylaws. The following guidelines apply to experience: 

A. At least one of the three years of responsible actuarial experience must fall within the five years pre- 
ceding the date of application. 

B. Teaching experience in actuarial courses may be considered for the three-year requirement. Non- 
actuarial-specific courses, such as probability and statistics, do not count as actuarial courses for this 
purpose. 

C. Summer, part-time, and other intermittent experience may be considered for the three years of full- 
time equivalent experience. 

D. Experience obtained outside the United States may be considered for the three-year requirement. 
An applicant who has practiced in any other field that is actuarially related may submit information 
about his or her field to the Academy for review and approval by the Membership Committee and 
the Executive Committee. 
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APPENDIX B - The Actuarial Standards Board 

The Actuarial Standards Board (ASB) was established on July 1, 1988, as an independent entity managed 
with Academy staff support. The ASB has the authority to prescribe its own operating procedures; to 
establish committees, subcommittees, and task forces it may deem necessary in carrying out its assigned 
functions; and to appoint individuals to positions on such committees, subcommittees, and task forces. 
The operating committees report to the ASB and function under its direction. The ASB also has the 
authority to approve exposure of proposed standards and hold public hearings on them, and to adopt rec- 
ommended standards of practice. 

The ASB is charged with the following: (1 ) to direct and manage the development of actuarial standards 
of practice by its operating committees in all areas of actuarial practice; (2) to expose, promulgate or 
adopt, and publish actuarial standards of practice, within its sole discretion and pursuant to such proce- 
dures as it deems appropriate, in all areas of actuarial practice; and (3) to provide continuous review of 
existing standards of practice and determine whether they are in need of amendment, alteration, expan- 
sion, or elimination. 
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APPENDIX C - The Actuarial Board for Counseling and Discipline 


The Actuarial Board for Counseling and Discipline { ABCD) was formed to serve the five U.S.-based orga- 
nizations representing actuaries. The ABCD considers complaints and questions concerning possible vio- 
lations of the Code of Professional Conduct. 

Organizations served by the ABCD include the Academy, the American Society of Pension Actuaries, the 
Casualty Actuarial Society, the Conference of Consulting Actuaries, and the Society of Actuaries. The 
ABCD also serves the Canadian Institute of Actuaries relative to practice by its members in the United 
States. 

In addition, the ABCD responds to inquiries by actuaries concerning their professional conduct and, 
when requested to do so, provides guidance in professional matters. 

The ABCD’s members represent all main areas of actuarial practice and all U.S. organizations repre- 
senting actuaries. A selection committee composed of the presidents and presidents- elect of the U.S. orga- 
nizations appoints ABCD members. 

The ABCD was established effective Jan. 1, 1992, as an independent entity administered with Academy 
staff support. 

Upon delegation of appropriate authority from a participating actuarial organization and acceptance of 
that delegation by the ABCD, the ABCD is authorized: 

1. to consider ail complaints or information suggesting possible violations of the applicable Code(s) of 
Professional Conduct and all questions that may arise as to the conduct of a member of a partici- 
pating actuarial organization in the member’s relationship to the organization or its members, or in 
the member’s professional practice, or affecting the interests of the actuarial profession; 

2. to counsel actuaries concerning their professional activities related to the applicable Code(s) of 
Professional Conduct in situations where the ABCD deems counseling appropriate; 

3. to recommend a disciplinary action with respect to an actuary to any participating organization of 
which that actuary is a member; 

4. to respond to requests for guidance regarding professionalism from members of the participating 
organizations; and 

5. to mediate issues between members of participating actuarial organizations, or between such mem- 
bers and the public, for the purpose of informally resolving issues concerning the professional con- 
duct of such members. 
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APPENDIX D - Other U. S. -Based Actuarial Organizations 


There are four other U.S.-based actuarial organizations that provide services to actuaries. These organiza- 
tions address specific areas of interest or need to actuaries in their area of specialization. These organiza- 
tions are The American Society of Pension Actuaries (ASPA), The Casualty Actuarial Society (CAS), the 
Conference of Consulting Actuaries (CCA), and the Society of Actuaries (SOA). The primary purpose of 
each of these organizations is described below. 

The American Society of Pension Actuaries (ASPA) 

ASPA is a national organization of retirement benefits professionals. The purpose of ASPA is to educate 
pension actuaries, consultants, administrators and other benefits professionals, and to preserve and 
enhance the private pension system as part of the development of a cohesive and coherent national retire- 
ment income policy. Although ASPA was founded in 1966 as an actuarial organization, the growing needs 
of the pension community led to the expansion of our membership to include pension professionals of all 
types: consultants, administrators, accountants, attorneys, chartered life underwriters, and more. 

The Casualty Actuary Society (CAS) 

The Casualty Actuarial Society is a professional organization whose purpose is the advancement of the 
body of knowledge of actuarial science applied to property, casualty, and similar risk exposures. This is 
accomplished through communicating with the publics affected by insurance as well as presenting and 
discussing papers, attending seminars and workshops, conducting research, and maintaining a compre- 
hensive library collection. Other important objectives for the Society are establishing and maintaining 
high standards of conduct and competence for its membership through study and a course of rigorous 
examinations, developing industry standards and a code of professional conduct, and increasing the 
awareness of actuarial science. 

The Conference of Consulting Actuaries (CCA) 

The Conference of Consulting Actuaries advances the practice of actuarial consulting by serving the needs 
of consulting actuaries and by promoting members’ views within the actuarial profession. This is accom- 
plished by providing educational forums for consulting actuaries to enhance their skills, ensuring mem- 
bers are represented in issues affecting their practices and clients, and promoting and enforcing profes- 
sional standards. The Conference of Consulting Actuaries strengthens both the practice of actuarial con- 
sulting and the ability of its members to better serve their clients and the public. 

The Society of Actuaries (SOA) 

The Society of Actuaries is an educational, research, and professional organization for actuaries in the 
United States and Canada. The Society’s mission is to advance actuarial knowledge and to enhance the 
ability of actuaries to provide expert advice and relevant solutions for financial, business, and societal 
problems involving uncertain future events. The vision of the .Society of Actuaries is for actuaries to be rec- 
ognized as the leading professionals in the modeling and management of financial risk and contingent 
events. 
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APPENDIX E - Actuarial Training 


The actuarial profession employs over 14,000 individuals. Actuaries are essential to the measurement and 
management of risk in financial security programs. Actuaries are involved in assessing risk, designing 
insurance programs, establishing prices for these programs, and ensuring that these plans are maintained 
on a sound financial basis. Actuaries make use of a broad knowledge of business, economics, finance, 
mathematics, and statistics to analyze the risks related to various contingencies and perils. 

Most actuaries are employed in the insurance industry, for insurance companies, health care organiza- 
tions, consulting firms, or regulatory agencies. Actuaries are also employed in other non-insurance finan- 
cial services institutions such as banks and securities firms as well as for the federal government (e.g. the 
Centers for Medicare and Medicaid Services, General Accounting Office, Pension Benefit Guaranty 
Corporation, Railroad Retirement Board, and Social Security Administration). Actuaries will generally 
specialize in a particular insurance segment such as property/casualty or life or health insurance, or pen- 
sion benefits. 

Regardless of specialty, actuaries assemble and analyze data to estimate probabilities of an event taking 
place, such as death, sickness, injury, disability, or property loss. They also address financial questions, 
including those involving the level of pension contributions required to produce a certain retirement 
income level or how a company should invest resources to maximize return on investment in light of poten- 
tial risk. In addition, actuaries are involved in setting company policy and insurance regulations and are 
called upon to explain complex technical matters to company executives, government officials, sharehold- 
ers, policyholders, or the public in general. Using this broad experience and knowledge base, actuaries are 
often heavily involved in the development of plans to enter into new lines of business or new geographic 
markets with existing lines of business by forecasting the financial impact under various scenarios. 

Actuaries need a strong background in topics such as mathematics, economics, statistics, and finance. 
An undergraduate degree in one of these areas is typically the start of the academic training for an actu- 
ary. In addition, a rigorous examination process is required to obtain professional designation in the actu- 
arial profession. The successful completion of this examination process has often been compared to 
obtaining a doctorate or PhD in mathematics or finance. The Society of Actuaries (SOA) and the Casualty 
Actuarial Society (CAS) sponsor the examinations. Completion of the examination process through the 
SOA would result in a Fellow, Society of Actuaries (FSA) designation and completion of the examinations 
through the CAS would result in the Fellow, Casualty Actuarial Society (FCAS) designation. Generally, 
individuals who achieve an FSA designation work with life, health or pension product lines and an indi- 
vidual with an FCAS would generally work with property and casualty and health coverages. 
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INTRODUCTION 

Mr. Chairman, members of the committee, the National Association of Mutual Insurance 
Companies (NAMIC) is pleased to submit this statement for your consideration on the 
matter of reforming insurance regulation to make the marketplace more competitive for 
consumers. 

NAMIC is the nation’s largest property/casualty insurance trade association with 1,350 
members that underwrite more than 40 percent of the p/c insurance premium written in 
the United States. NAMIC’s membership includes 4 of the 7 largest p/c carriers, every 
size regional and national insurer and hundreds of farm mutual insurance companies. 

NAMIC welcomes this hearing. Making the insurance marketplace more competitive is 
our paramount objective. The liberalization of laws restricting insurers from operating 
freely within the marketplace will benefit consumers in the form of lower prices and 
greater selection of insurance products. 

However, NAMIC member companies believe that greater competition is best achieved 
within a state regulatory system reformed by state legislatures and state regulators rather 
than by the Congress. Federal regulation of insurance is unproven and, in our view, a 
politically uncertain proposition. Artificial barriers to competition and regulations that 
vary from state to state without serving any public purpose should be and are being 
addressed by the states. 

Achieving reform of state insurance regulation is our highest public policy priority and 
every year we devote a larger percentage of our resources to this objective. Given the 
profile of our membership, NAMIC’s position is representative of a dynamic cross 
section of the property/casualty insurance industry. 

Nonetheless, we support this level of inquiry because we believe that indications of an 
interest in insurance regulation by the Congress will motivate state policymakers to act. 


THE ROAD TO REFORM FROM THE NAMIC PERSPECTIVE 

In 2002, NAMIC released a public policy paper articulating our proposal for a reformed 
system of state regulation and our arguments against the federal regulation of insurance. 
Entitled Regulation of Property/Casualty Insurance: The Road to Reform, it is the 
culmination of years of member study. Our member companies began their consideration 
with an open mind, but as work progressed it became clear that the best option for 
consumers and the insurance industry is to reform the state system rather than coming to 
Congress for a solution that promises to be worse than the original problem. 

The insurance industry is at a crossroads. Many in our industry already have chosen the 
path of reform that runs through Washington. They believe the state system of regulation 


1 



186 


is irreparably broken and only can be fixed by Congressional action. Others take a wait 
and see approach to reforming the state system. Indeed, they are engaging in efforts of 
reform, but with one eye on the clock, almost waiting to jump on the bandwagon making 
the most progress. 

A Reformed System of State Insurance Regulation is Superior 

Changes must be made by state legislatures to create a reformed, competitive and 
consistent system that will benefit consumers. NAMIC is working to achieve four 
specific areas for reform: 


RATE REGULATION 

States should eliminate the approval process for pricing insurance products. NAMIC has 
endorsed the NCOIL Property/Casualty Modernization Act approved in 2001. The model 
lays out a “use and file” regime for personal lines in competitive markets and a “no file” 
standard for commercial lines. There is unanimous support among the industry trades for 
this language. 

Still, this is a potentially controversial issue among some state legislators. However, rate 
modernization not only is not radical, it is not new. Two brief examples speak to its 
success as public policy: 

• In 1969, the Illinois legislature repealed outright the prior approval law that was 
put in place following passage of McCarran-Ferguson in 1945. Property/casualty 
rates in Illinois remain unregulated today. Several vital signs demonstrate that 
this policy works well. Today, consumers enjoy stable rates, ranking in the 
middle of all states in average personal expenditures because the Illinois market 
attracts the largest share of all private passenger auto and homeowner insurers in 
the nation. Low residual markets indicate affordability and availability. These 
positive signs are all the more remarkable when you consider that Illinois includes 
the third largest urban area in the United States, and two-thirds of the state’s 
residents live in the Chicago area. With over three decades of success and no 
legislative proposals to reinstitute regulation, there can be no argument that this 
structure is well tested and beneficial to everyone involved. 

• The demonstrably negative impact of prior approval on South Carolina’s state 
auto insurance market prompted the Legislature to act in 1999. Only 78 
companies offered policies in the state in 1996 and over 40 percent of all insured 
drivers were in the assigned risk pool. With the elimination of prior approval in 
favor of a flex rating system, 105 new companies are in the market, rates are 
lower and residual market participants, once numbering over a million, have 
declined to 58,000. 

Recent progress demonstrates that states are beginning to take responsibility for the 
negative results of their regulatory policies. New Jersey and Louisiana, two of the most 
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restrictively regulated states in the nation, have begun to overhaul their public policies 
regarding rate regulation in the face of shrinking pools of insurance providers. 

As has been often and loudly stated, the product approval process is especially 
challenging for the life industry because of direct competition with banks in certain 
financial services. NAMIC agrees that the life industry and its consumers would be well 
served by a streamlined regulatory process and believe the life compact could help 
address this need. Efforts to create a more competitive marketplace for insurers and 
consumers alike must not begin and end on the life side of the equation. 

MARKET SURVEILLANCE 

States vary widely in how they staff and approach their market surveillance activities. A 
few states, for example, regularly schedule market conduct exams, regardless of whether 
problems have been reported with a particular insurer. The open-ended costs of these 
exams (salaries, meals and lodging) are charged to the company under examination, A 
lack of uniformity and coordination among states in performing exams often results in 
duplicative and costly processes, especially for multi-state insurers, who are most likely 
to be targeted for review. 

As state insurance departments spend less time on “front end” regulation (i.e. prior 
approval), states need to adopt a market regulation program that relies on analysis of 
existing and available market data to reveal performance deviations rather than largely 
open-ended market conduct examinations relied upon today. With this approach, 
regulators can focus their limited resources on companies that fall outside a 
predetermined set of standards developed from data analysis. Any new market regulation 
process must be proportional, allowing insurers to mitigate complaints or market 
inconsistencies before being subjected to more severe actions like a market conduct 
exam, administrative penalty or fine. 

SOLVENCY MONITORING 

State regulators have adopted several solvency tools over the past decade to strengthen 
oversight of the insurance industry. While the industry has supported improvements in 
solvency monitoring, there remains a high degree of variation among states in how 
financial exams are conducted. NAMIC has helped produce an industry white paper that 
identifies three primary recommendations to facilitate discussion of the examination 
system by all stakeholders. Recommendations under consideration by the NAIC center 
on controlling expenses, integration of private CPA auditor work and risk-oriented 
financial reporting. 


COMPANY LICENSING 

States, working through the NAIC, have made some progress in the past few years in bringing 
more uniformity to the company licensing process. One outcome is the Uniform Certificate of 
Authority Application (UCAA), which is now used in all insurance jurisdictions. The states 
should now consider draft language so future amendments to the UCAA can be adopted without 
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seeking legislative approval each time. However, the key to more uniformity of this process is 
ensuring that state deviations are reduced or 

We are pleased that the committee is not considering the imposition of a federal 
regulatory structure at this time. NAMIC encourages your continued resistance to that 
approach. We also encourage you to move cautiously down the path of federal 
involvement. It is this point NAMIC emphasizes based on the following reasons; 

Federal Involvement is the Wrong Answer 


In developing our public policy paper, NAMIC identified a series of defects in the 
rationale for seeking federal involvement in the regulation of insurance. They include: 

1. Federal involvement is often used to enact social regulation. Under a federal 
system, insurance is likely to be treated as another “government entitlement” with all the 
trappings associated with that term. This would cause serious erosion to the basic 
principles of risk sharing upon which the industry is built. 

2. Asking Congress to intercede is fraught with danger for consumers and industry. 

Proponents of federal regulation may design their idea of “a perfect system,” but they can 
neither anticipate nor prevent the imposition of social regulation in exchange for the new 
regulatory structure. In our judgment, the chances of the “perfect system” going from 
draft legislation into law are almost nil. 

3. A federal or dual charter not only would not reduce regulation, it would add 
regulatory layers and complexity to the current system. It is by no means certain that 
a new federal regulator would be the “single” regulator for even the largest 
property/casualty insurance companies. Dual regulation, proposed by some, would 
produce an unfair environment for the thousands of smaller companies, and create 
regulatory competition that often produces poor policy in financial institution regulation. 

4. Costs and bureaucracy will increase under a federal framework. Will a federal 
charter reduce regulatory costs that are indirectly paid by consumers and/or taxpayers, 
and will it bring about less bureaucracy for companies choosing this option? There is no 
evidence that a federal insurance regulator is going to depart from the tradition of 
creating an expensive and inefficient government program. In addition, each state has its 
own unique tort laws that significantly affect insurance. Because state tort laws do not 
constitute the regulation of insurance, and have historically been shown great deference 
by the courts, federally licensed insurers would have to tailor products to accommodate 
each state’s tort laws. These factors will significantly hamper gaining efficiencies from a 
federal system. 

The cost to consumers will inevitably rise as well. Currently, states derive significant 
income from premium taxes, which exceed the cost of regulation. The cost of a new 
layer of federal regulation must be accounted for somehow. The necessary funds must 
either come directly from the federal budget, or from fees assessed to insurers. Since 
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taxes and fees must be passed on to consumers, they will have to pay for two regulatory 
systems under a dual charter approach, unless the states forego premium tax revenue. 

5. When the single national regulator makes a mistake, it has significant economy- 
wide consequences. When a state regulator makes a mistake, the damage is localized 
and can be more easily “fixed.” In other words, what if a national regulator gets it 
wrong? Industry proponents argue that Congressional action could produce a national 
system resembling the open competition found in Illinois - a regulatory model that 
NAMIC strongly supports. But what if the system created looks more like highly 
regulated states? The economic fallout from a strict national regulatory climate would be 
crippling, and the accountability would be at Congress’ door. 

6. The time for further change has not arrived. The new balance necessitated by 
GLBA is still evolving. It has shown great promise, but requires more time to mature 
fully. Unlike 1999 when GLBA passed, there is no major impetus, such as convergence 
of the financial services industry, to further change the balance between federal and state 
regulation. In times past, momentous change has been the consequence of significant 
needs or events. No such need exists today. Change without need could destabilize a 
system that has worked well throughout our nation’s history. 

State Regulation is More Pro-Consumer 

From a consumer’s perspective, the state system of regulation has performed admirably. 
It has proven to be adaptable, accessible, and relatively efficient, with rare insolvencies 
and no taxpayer bailouts. Proposals for federal and dual charters offer few advantages for 
consumers, and consumer interests are rarely cited as reasons for changing from the state 
system. 

Federal regulation is no better than state regulation in addressing market failures or 
consumer interests. Regulated industries of all types have had failures at both regulatory 
levels. Neither can claim immunity from market failure. Additionally, claims that 
consumers are well served by federal bureaucracies seem dubious. 

The clear advantage to consumers in the state system is accessibility. It is easier for an 
insurance consumer to deal with a regulator in their home state than having to contact a 
regional federal office to intervene in disputes. 


WHAT COULD GO WRONG WITH FEDERAL REGULATION: S. 1373--THE 
INSURANCE CONSUMER PROTECTION ACT 

One bill pending before Congress is S. 1373, The Insurance Consumer Protection Act. In 
our analysis, the legislation brings to life many of the concerns we have about federal 
regulation and should serve as case study for the potential damage that could be done by 
a federal regulatory proposal that is overly broad. 
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Government approval of insurance prices, S. 1373 is an anti-competition bill in that 
would require prior approval for all rates by a federal regulator. Not only is competition a 
much better regulator of rates than government, regulators in states with prior approval 
are routinely backlogged in their reviews. One super-agency is unlikely to be capable of 
staying current with rate applications. The result will be the imposition of needless 
bureaucracy and less efficiency with national implications. 

Massachusetts’ repressive auto rating structure provides living proof that restrictive 
regulation is unnecessary and harmful to insurers and consumers alike. In Massachusetts, 
the Insurance Commissioner is charged with setting every aspect of the auto insurance 
rate, even including the amount of money that an insurer may allot to expenses. This rate 
applies to all companies doing business in Massachusetts, which gives large national 
insurers who enjoy economies of scale a distinct advantage over smaller insurers. 

Despite this advantage, these insurers avoid this state. Massachusetts’ auto insurance 
market is in a severe state of decline. Currently, there are less than 20 companies writing 
auto insurance in the state, while NAIC statistics show that their auto insurance rates are 
some of the most expensive in the nation. 

On May 16, 2003, the Massachusetts Commissioner of Insurance held an annual hearing 
to determine whether competition existed in their auto insurance market. Had she found 
in the affirmative, she would not be obligated by state law to set rates as described above. 
This hearing, which was widely attended by the insurance industry, proved that regional 
and national insurers would like to re-enter this market. However, they will not do so 
until this punitive regulatory environment is reformed - a change that has been made by 
other states. 

The number of insurers who compete in the competitive Illinois market is at least 6 times 
the number who seeks to survive in Massachusetts. In today’s world, harmful regulatory 
structure has an impact beyond state borders. Many regional and national companies 
have simply decided that it is too costly to contend with this regulatory relic, so they 
avoid the state altogether, denying choices to consumers and removing incentives for 
companies to lower rates. True reform will result in the elimination of unnecessary 
regulatory burdens. 

This proposal promises to slow regulatory processes even more through a provision that 
would allow anyone to challenge a rate filing. This is a serious flaw, particularly in the 
absence of provisions prohibiting frivolous or malicious objections. While consumers do 
not want to pay higher insurance rates, they also want to their insurance carrier to be 
solvent. Ideally, premium decisions should be based on adequacy of the rate and 
competitive pressure - not political pressure. Subjecting the critical calculation of 
ratemaking to a political process, as this provision would, will harm not help consumers 
by creating a supercharged environment in which defending rates that are actuarially 
sound will be needlessly difficult. This is the kind of “social regulation” that will 
ultimately harm this industry’s ability to charge a price based on risk. 
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Increased market conduct burdens. This proposal dramatically increases the use of 
market conduct examinations. While regulators and industry agree that this can be a 
useful regulatory tool, the way in which exams are triggered and conducted is already 
under an extraordinary level of scrutiny. Currently, the states that conduct these exams 
do so on a scheduled basis - regardless of the company. The result is that a company on 
solid footing may face an intensive review, while the bad actor next door knows that they 
won’t be subject to an exam for another 3 or 4 years. Even when bad actors are revealed, 
regulatory resources will be spread so thin that dealing aggressively with the problem 
may not be possible. This proposal would radically increase the indiscriminate use of 
this tool at a time when there is a growing consensus that a more thoughtful, and perhaps 
targeted, approach is more desirable. 

A far more constructive use of regulatory resources is to focus on identifying and 
intervening in problem situations. Systems to facilitate this more effective form of 
regulation are currently under consideration. Diverting resources away from identifying 
and addressing problems in their earliest possible phases can only harm the cause of 
responsible regulation. Not only would this result in needless use of public and private 
resources, but also it would be a mistake felt nationally. 

Destabilized state guaranty funds. State guaranty funds are one of this industry’s 
greatest consumer protection stories. Their creation and continued success provides 
further proof of this industry’s ability to adapt to the needs of the times. By removing all 
federally licensed insurers from state guaranty funds, this proposal would leave the 
viability of the state guaranty funds in question. It is unclear whether the remaining local 
companies in each state would have sufficient resources to protect consumers whose 
insurers become insolvent. Once again, this mistake will result in needless bureaucratic 
duplication, and will be felt on a national basis. 

A related and troubling aspect of this proposed legislation would create a federal 
guaranty fund system, and protect its officers from personal responsibility, “for any act or 
omission”. This provision is particularly curious in light of the heightened corporate 
governance provisions in this Act. While CEOs of insurance companies would be 
required to personally attest to portions of their annual reports, guaranty fund officials are 
given civil immunity for “any act or omission”. This inequity is compounded by what 
can only be described as the Act’s victim-pays provision. If insurers are victims of 
official misconduct, they will be forced to fund their own compensation for damages, in 
that repayment will come from the guaranty fund. 

Suspect uniformity. One of the few advantages that could potentially be offered by 
federal regulation is a degree of uniformity by eliminating unnecessary regulation. 
However, this proposed legislation would not provide uniformity because it subjects 
federally licensed insurers to state regulations that are more stringent than the federal 
standards. 

Not all differences between the states are unnecessary, but reflect unique conditions in 
each state. For instance, the states are prone to a diverse series of risks that inevitably 
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result in different regulatory requirements. Those risks include: earthquakes, floods, 
draught, forest fires, hail, tornadoes and hurricanes. The p/c industry provides insurance 
for natural disasters, and our products must vary to address the particular situation in each 
region. When it comes to these kinds of differences, one size does not fit all, and a 
government-sponsored incentive in one area would make no sense in another. These 
variations will continue regardless of the regulatory structure. 

Tort laws will also continue to vary by state. Because tort laws do not appear to 
constitute the regulation of insurance, and have historically been shown deference by the 
US Supreme Court, a federal insurance regulator would not have the authority to create 
tort uniformity. 

Even the sponsor of S. 1373 recognizes the primacy of state law, in the aforementioned 
provision that subjects federally regulated insurers to state standards that are more 
restrictive than the federal standards, unless the state standard prohibits something 
authorized by the federal law. 

New bureaucracy. It creates a new regulatory bureaucracy, while leaving state systems 
and premium taxes in place. It is commendable that this proposal does not seek to deny 
states much needed premium tax revenues in these difficult fiscal times. However, the 
result will be that policyholders would have to fund two regulatory structures. This is 
particularly troubling in light of the fact that state systems have a proven ability to adapt 
to the needs of the times. 


ACCOUNTABILITY FOR REGULATORY REFORM 

Calls for reform of the state insurance regulatory system have been heard for years but 
little substantive reform, other than the NAIC financial accreditation program, has 
occurred. Frustrations have grown as the marketplace becomes more competitive and 
more global. Complicating matters further is that the NAIC is often -wrongly in our 
view — held solely to account for implementation of sweeping reform. 

The NAIC is just one piece of the reform puzzle. Public policies defining reform must be 
established by state legislatures. Yet the NAIC has been looked to for years by Congress 
and others as the source of regulatory reform. 

However, in our judgment this is incongruent with reality. In describing its own work, 
the NAIC has said that regulators have long realized that diversity and experimentation 
are strengths of the state system, but they also recognize that the basic legislative 
structure of insurance regulation requires some degree of uniformity throughout the 
states. This inherent tension between sovereignty and uniformity in the context of a 
voluntary organization of mostly appointed state officials with no authority to enact the 
models they write has produced both large expectations and large disappointments. 
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NAMIC is pleased that this committee recognizes these limitations and has invited 
representatives from the National Conference of State Legislatures (NCSL) and the 
National Conference of Insurance Legislators (NCOIL) to participate side-by-side with 
the NAIC at this hearing. NAIC is likely pleased as well in that the three organizations 
have forged a historic alliance for the purpose of reforming state regulation. The NAIC 
deserves recognition for focusing attention on key marketplace improvements such as 
speed-to-market and market conduct for which NAMIC member-companies are asking. 

While individual state regulators can recommend standards for reform and raise the 
profile of important market reform issues, they cannot act alone. Simply put: the NAIC 
cannot be expected to do what it is not empowered to do, that which is the most pressing 
task for all of us concerned about the future of the insurance industry: enactment of 
fundamental public policy reform. 

In the final analysis, before Congress intercedes, state legislative action must be the focus 
of modernization initiatives. There is accountability for the future of state regulation and 
it rests with the three organizations that make up your first panel. 


CONCLUSION 

NAMIC is asking for fundamental reform of insurance regulation. Competition must be 
enhanced and unnecessary regulatory barriers between the states must be eliminated. 

True reform must also preserve the meaningful differences between the states. This 
balance can best be achieved through reforms within the states. 

History has proven that state insurance regulation can be reformed through emphasis on 
state legislatures. In taking this stance, we are not relying solely on history. Significant 
changes are currently underway within the states. These changes are happening with the 
cooperation, assistance, and advocacy of the insurance industry. 

At the same time, we are deeply concerned about calls for federal regulation of insurance. 
After extensive study, NAMIC has determined that federal regulation of insurance was 
undesirable because: 

1 . It is likely that social regulation would be employed, harming the industry’s 
ability to price risk. 

2. There is no guarantee that proven free market reforms would be employed. 

3. Any system of dual regulation would add a layer of bureaucracy and cost that 
would ultimately be paid by policyholders. 

4. Regulatory mistakes will not be contained within a single state, but will have an 
immediate national impact. 
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When we first articulated these concerns, some argued that they were only theoretical. 
However, with the introduction of S 1373, the Insurance Consumer Protection Act of 
2003, many, if not all of our concerns have been justified. 

The areas for reform have been defined. Now it is up to the states to enact changes in 
public policy that will make the difference. We urge you to continue your efforts to 
assure that change takes place in the states. As it has in the past, your interest alone will 
prompt a renewed resolve on the part of the states. We believe this pressure, given time, 
will bear fruit. 

Thank you for your consideration of our comments. 


O 
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